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How one man helped 





British Ermeto with evaluation 


and control of stocks 





§ po British Ermeto Corporation specializes 
in high-pressure valves and couplings; 
markets them all over the world. With a rapidly 
growing business, the management decided 
last year that they needed more frequent and 
accurate interim accounts. The main difficulty 
was the evaluation and control of stock; 
millions of parts move through the factory 
every year. 

Ermeto asked advice from Burroughs, who 
sent Mr. P. Hook, one of their experts on 
modern mechanized accounting, to look into 
the problem. He discussed it in detail with 
Mr. S. A. Gardner, director and secretary of 
Ermeto, and members of their accounting 
staff. The solution they found was based on two 
Burroughs typewriter calculating machines. 

The new system involves standard costing of 
all items of stock. The machines give the 
amounts of stock, with both quantity and 
value. Figures are now produced in record 
time. And Ermeto have been able to make con- 





Mr.S.A. Gardner, (right), director and secretary 
of the British Ermeto Corporation, discusses 
their new system of stock accounting with Mr. 
P. Hook, the Burroughs expert. Based on two 
Burroughs typewriter calculating machines, 
this system led to important savings by giving 
more accurate and frequent stock figures. 


siderable inventory savings in components and 
slow-moving raw materials. They are now in- 
stalling further Burroughs machines to handle 
production control. 

Whatever your business, if you have an ac- 
counting problem, the Burroughs man can 
help you. He is an expert on modern account- 
ing systems, and well able to work with your 
accountants or auditors. Backed by Burroughs’ 
world-wide experience, he will make a full 
analysis and suggest the most economical, 
workable solution. If he thinks no change advi- 
sable, he will say so; if he does recommend a 
change he will make a detailed plan and help 
you get it working smoothly. Call in the 
Burroughs man—you’re committed to nothing. 
His advice is free. 

Burroughs make the world’s widest range of 
business machines. You'll find your local 
Burroughs office in the telephone book. 

Burroughs Adding Machine Ltd., 356-366 
Oxford Street, London, W.1. 


FOR SPECIALIST ADVICE ON MODERN ACCOUNTING METHODS 


CALL IN THE <Jurroughs MAN 
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A Financial Notebook 








No Change of Heart 


THE more sprightly garb in which 
The Banker appears this month will 
not, we trust, be taken as any earnest 
of a change of heart. We have 
shed the trappings of the old ortho- 
doxy in matters of dress; but this 
change, we like to think, simply 
brings the dress fittingly into line 
with the new orthodoxy we claim in 
matters of economic opinion. Our 
new cover may please as well as 
catch the eye—but it leaves the 
colour of The Banker still unre- 
pentantly liberal. 

The internal changes, it will be 
seen, embrace the whole of the 
typography and layout of the editorial 
pages, making by far the most com- 
prehensive remodelling in The 
Banker’s thirty years of life. Fashion 
has played its part in the new 
choices; but the whole purpose has 
been to achieve the most attractive 
display and maximum readability— 
by extending the variety and flexi- 
bility of make-up, by modernizing 
the body types, enlarging the head- 
ings, and improving the legibility of 
tables. Though the titles of several 
regular features, including this open- 
ing one, have been slightly altered, 
their substance remains the same— 
except that the two-column form 
used in the “ news ”’. features and in 
this Notebook gives greater scope for 
inclusion of short items. In the 
main articles, for which the single 
column form is retained, readability 
of the text has been improved not 


only by introduction of new type 
but by shortening the lines and in- 
creasing the spacing between them. 

It is time, in short, to shake off 
the last traces of a convention that 
dies all too hard—the convention 
that treatment of subject-matter can- 
not be full and serious unless its 
mien is sombre and its clothing 
weighty. The Banker is sometimes 
accused of being a temperamental 
bear; in future it will at least be a 
brighter bear. 


Sterling Assessment 


The meeting of the Common- 
wealth Prime Ministers that opened 
in London at the end of last month 
is concerned principally with poli- 
tical and strategic issues, but the 
Chancellor of the Exchequer will 
obviously seize the opportunity for 
an exchange of views on sterling 
policy and the sterling prospect. 
The need for a common assessment 
has been heightened in the past few 
weeks by new stresses—relatively 
slight in themselves, but afflicting 
sterling as it stands on the threshold 
of its phase of seasonal pressure. 
Early last month the dollar rate 
eased to $2.804, and though it 
later recovered to around $2.803, 
towards the end of the month it 
fell sharply, to below parity. The 
gain in the gold reserves in May 
slowed down to $41 millions, the 
smallest since January. 

One source of this strain was the 
spasm of doubts about the dura- 
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bility of America’s boom—discussed 
in our first main article this month 
—and about the impact of any 
change there upon the overseas ster- 
ling area. Foreign observers have 
been quick to see that this year, 
while Britain’s exchange position 
has been improving, that of the 
overseas sterling countries has been 
deteriorating. Early last month the 
Chancellor told Commonwealth cor- 
respondents that Britain is probably 
out of current deficit now—and sub- 
sequently he drew attention to 
Britain’s “excellent ’’ trade figures 
for May; but he added that the dollar 
earnings of the rest of the sterling 
area “‘ are not likely to rise much ”’. 
In fact it will be a gratifying achieve- 
ment if they are prevented from 
falling, since prices of the main 
sterling commodities have recently 
suffered marked declines. On the 
other hand, a certain relief may at last 
be experienced from Australia and 
New Zealand, as a belated result of 
their earlier efforts—now to be 
sharply reinforced—to check the 
excessive levels of their imports. 
The fact that Britain is now 
earning a current surplus does not 
mean, unfortunately, that it has been 
responsible for none of the recent 
pressure in the exchange market. 
Much of the damage was traceable 
to the words of the Chancellor him- 
self—in his end-May warning at 
Newcastle that ‘‘ another round of 
wage increases, such as we have 
had, cannot be repeated without 
disaster”. The “national alarm 
clock’ that Mr Macmillan finds it 
his duty to sound has rung as loud 
overseas as ineffectively at home. 


Moral of Trinidad Oil 


One object lesson, more potent 
than the perorations of ministers, 
has perhaps helped to awaken some 
sectors of public opinion to the need 
for retrenchment at home. 


This 
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stemmed, strangely enough, from 
the offer for the shares of the Trini- 
dad Oil Company made by the 
Texas Oil Company of the United 
States. The emotional and bluster- 
ing reactions, assiduously fostered in 
certain sections of the popular press, 
later gave way to a_ widespread 
understanding of the real moral of 
the affair—the need for Britain to 
be able to provide the investible 
resources itself. The Chancellor 
afhrmed that the dollar proceeds 
of the purchase (around $177 
millions) would permit the sanction- 
ing of more direct investments in 
the dollar area—disclosing, inci- 
dentally, that United Kingdom 
investments in Canada in the first 
five months of this year had reached 
£18 millions, compared with £32 
millions in the whole of last year. 
Then, in the debate on the finance 
bill, he made a promise to introduce in 
his next budget, with effect from last 
April, tax concessions to companies 
granted “pioneer relief” by over- 
seas governments. “If the bud- 
getary and balance of payments 
situation allows it ’’, he also hopes to 
implement the recommendation of 
the Royal Commission for exempting 
companies trading overseas from 
UK tax on their undistributed 
profits. 


Freezing by Numbers 


The Prime Minister firmly rejected 
last month proposals to limit wages 
and prices by statutory control; and 
he affirmed that in the discussions 
with employers and trade union 
leaders the Government had sought 
no formal arrangements. Nonethe- 
less, Sir Anthony was able to claim 
that the attempt at freeze by con- 
sent—which now appears to be 
firmly embedded in the Govern- 
ment’s philosophy—had not been 
“entirely without some measure of 
success’. He referred, presumably, 





to the request made by the Central 
Electricity Authority to its area 
boards not to raise their tariffs—as 
they had been about to do as a result 
of last month’s increase of 8 per cent 
in the price of coal—at least until 
March next. This was followed by 
the announcement by the Coal 
Board itself that ‘ unless something 
quite exceptional happens ”’ it would 
peg its prices for a year, but this 
qualified intention was really already 
implicit in the June price revision. 
Some Gas area boards—which are 
independent in pricing policy—raised 
their prices after the increase in coal 
prices, but one announced a nine 
months stabilization. The crucial 
test of how far the Government is 
prepared to go in foisting a price 
freeze on the nationalized industries 
will be its decision on rail fares, 
which were frozen in March for a 
‘trial period ”’ of six months, at the 
known cost of a fast-mounting defi- 
cit. But the railways, it is already 
being said, are a special case. 

It is evident, none the less, that this 
pressure upon the nationalized indus- 
tries has become the very spearhead 
of the new direction—it can scarcely 
be called an advance—of economic 
policy. The hoped-for freeze there 
is seen as the means of inducing 
‘voluntary ” freezes by private in- 
dustry, and these in turn are to be 
the inducement for restraint, if not 
for freeze, by the trade unions. So 
runs the sweet simplicity of Tory 
faith. There are suggestions, not yet 
translated inte clear official state- 
ments, that the Government hopes 
to set its face against any increase in 
subsidization of the State boards. 
This, if true, would make the 
simplicity more logical, but less 
sweet. Are there even political 
advantages in trying to restrain 
wages by such means rather than 
by monetary and fiscal disinfla- 
tion of aggregate demand? 


Progress of Disinflation 


While the Government still seems 
in doubt whether the amount of 
disinflation that .has taken place 
plus that in the pipeline will itself be 
adequate to eliminate the overload, 
the indicators in this past month 
have been mildly reassuring. Unem- 
ployment at mid-May was for the 
first time above its level a year 
before (though still only 1.1 per cent, 
and one-third below the number of 
notified vacancies). Hire purchase 
sales have fallen markedly since the 
tightening of restrictions in Feb- 
ruary, and figures of retail trade 
suggest that personal consumption 
in the first quarter was no higher, in 
real terms, than in the first quarter 
of 1955. Another source from which 
pressure on resources is easing 1s 
stock-building, which is almost cer- 
tainly proceeding less rapidly than 
last year (though stocks of steel 
jumped by 74 per cent in the first 
quarter). The recession in the 
durable consumer goods industries 
has shown little sign of abatement. 
Finally, some large groups of em- 
ployers have declared an unusually 
uncompromising attitude to pro- 
posed wage demands. It is on their 
response to these demands, if 
pressed, and not on the Govern- 
ment’s success or failure in pro- 
curing a price freeze, that the 
achievement of price stabilization 
next year depends. 


Reserves and Exports 


The returns for May revealed 
the most disappointing movement 
in the gold reserves for five months 
but the most encouraging United 
Kingdom visible trade figures for two 
and a half years, ‘The reserves rose by 
$41 millions—representing a marked 
slackening from the moderate rate 
of increase achieved in preceding 
months (the trend is shown in detail 
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in our regular table on page 460). 
Most of the month’s gain came, more- 
over, from the receipt of the gold por- 
tion of the previous month’s surplus 
of £14 millions with the European 
Payments Union; the May surplus, 
settled last month, dropped to £8 
millions. On a true current basis, 
and excluding defence aid, the 
surplus on the gold and_ dollar 
accounts has dropped from $78 
millions in March and $76 millions 
in April to $26 millions in May, 
easily the lowest this year. 

On the other hand, Britain’s 
exports in May reached a new 
monthly peak, at {283.8 millions; 
and as imports remained steady, the 
gross visible trade deficit fell to £31.9 
millions, the smallest since Novem- 
ber, 1953. The export achievement, 
admittedly, was boosted by the 
delivery to Canada of the Empress 
of Britain liner (valued at £53 
millions) and by a repayment of 
lend-lease silver (£23 millions); after 
deducting these special items the 
daily rate of exports comes out 
slightly smaller than in April. 

For the first five months of the 
year aggregate exports have risen 
by 64 per cent in value and by 
under half that in volume, but the 
Board of Trade estimates that when 
allowance is made for the carry-over 
of exports into 1955 because of the 
dock strike of autumn, 1954, the 
true rise is 10 per cent in value and 
6 per cent in volume. A _sub- 
stantial part of the increase has 
gone to the dollar area; the value of 
shipments to both the United States 
and Canada has risen by one- 
third. Imports in the first five 


months have risen in value by 14 
per cent ; but their volume has been 
about the same as a year ago. There 
have been substantial increases in 
imports of oil, steel and most 
manufactured goods, and reductions 
in industrial materials. 
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Credit Contraction Halted 
The declining trend of bank de- 


posits seems to have petered out in 
recent months. In the four weeks 
to mid-May, the latest period for 
which figures are available, net 
deposits rose by £7 millions. This 
contrasted with a decline of {£42 
millions in the similar period last 
year—when the severity of the 
liquidity squeeze was_ enforcing 
record sales of investments—but it 


May 16, Change on 
1956 Month Year 
{mn {mn {mn 
Deposits... 6152.1 + 39.7 -208.9 
‘Net’ Dep * 5860.4 + 71 —244.0 
%T 
Liquid 
Assets 2041.8 (33.2) + 1.8 + 98.7 
Cash .. 495.1 (8.0) + 2.8 —- 19.7 
Call Money 416.1 (6.8) - 64 —- 0.8 
Treas Bills 1025.8 (16.7) + 8.1 +132.0 
Other Bills 104.8 (1.7) -—- 2.7 -— 12.8 
tt | Risk bP 


Assets 3899.9 (63.4) + 3.9 -345.0 
Investments 1990.3 (32.3) + 3.1 -151.1 
Advances-. 1909.6 (317.1) + 0.8 -—193.9 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


was a perceptibly smaller rise than 
occurred in either 1954 or 1953. 
The seasonally adjusted index com- 
piled by Lloyds Bank, however, 
was unchanged at 104.6, and was 
only 0.1 lower than at mid-March 
and 0.8 lower than at mid-Novem- 
ber; twelve months ago it stood 
at 109.0. 

The authorities succeeded in keep- 
ing a reasonably firm—but not a 
tighter—grip upon liquidity. ‘The 
slight fall in the average ratio, from 
33.4 to 33.2 per cent, was wholly 
due to the technical inflation of 
gross deposits by items in course of 
collection; it still left the liquidity 
level well above that of last year. 
Lloyds and the National Provincial, 
however, were both below 32 per 
cent—leading the National Provin- 
cial slightly to reduce its investment 














portfolio, for the fourth successive 
month. The District and Williams 
Deacons, on the other hand, made 
modest purchases. 


Private Sector Borrows More 


In advances, the trend was at 
first glance rather heartening, since 
for the second successive month the 
total rose only fractionally, whereas 
in both March and February there 
had been increases of around £40 
millions. As the nationalized utilities 
were still leaning upon the banks, it 
seemed that the total borrowings of 
the private sector had begun to 
contract again. The classified quar- 
terly figures for all members of the 
British Bankers’ Association now 
show, however, that over the three 
months to May there was a slight 
increase in these borrowings—by £5 
millions, to £1,822 millions, com- 
pared with the peak of £1,914 
millions touched last August. ‘The 
net decline over the whole period 
thus amounts to 4.7 per cent. 


These figures are computed by ex- 
cluding the public utilities group, 
which rose during the quarter by 
{31 millions (rather less than usual) 
and also the local authorities, which 
reduced their requirements by {12 


millions, to £74 millions. As will 
be seen from our usual detailed 
table (page 459), they are now £20 
millions below their 1955 peak. 

The effects of the squeeze upon 
borrowers who cannot establish 
special claims for additional bank 
finance (or who cannot secure it by 
drawing more fully upon existing 
limits, or by virtue of promises 
made in the past) can still be clearly 
seen in several categories; but these 
effects are being offset, in a quanti- 
tative sense at least, by the new 
claimants. ‘The personal and pro- 
fessional group (which also includes 
many small business accounts) has 
contracted for the fourth successive 
quarter; over the twelve months its 
borrowings have been reduced by 
{£66 millions, or over 16 per cent. 
The hire-purchase finance com- 
panies, whose advances had risen 
from {11 millions in early 1954 to 
£45 millions at last summer’s peak, 
are now back to £304 millions, 
having fallen by nearly £5 millions 
during the past quarter. The big 
retail trade and agriculture groups, 
too, have moderately reduced their 
borrowings, whereas in the similar 
quarter last year they were increasing 
them. 
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On the other hand, the important 
engineering group has absorbed an 
additional £10 millions, at £190 
millions, and over the past year has 
increased its proportion of total 
advances very steeply, from 6.9 to 
9.2 per cent. The quarter’s second 
largest rise was shown by the “ other 
financial” category, which expanded 
by {£7.8 millions. Other net new 
borrowers were non-ferrous metals, 
textiles other than wool, leather and 
rubber, chemicals, building — and 
stockbrokers, doubtless reflecting the 
fate of some recent market issues 
by local authorities. 


Exchange Account’s Bills 


The sterling portion of the re- 
sources of the Exchange Equaliza- 
tion Account was reduced last month 
by the repayment of £300 millions 
of advances from the Exchequer. 
This in itself was no more than a 
routine internal adjustment, a tardy 
acknowledgment of the fact that the 
gold and dollar reserves held by the 
Account dropped by some 320 
millions in the eighteen months to 
end-1955 (though by end-May last 
they had recovered by £89 millions), 
so that its sterling resources had 
risen correspondingly. The £300 
millions of additional advances made 
by the Exchequer in May, 1954, 
had therefore become unnecessary. 
Only a book transfer was needed to 
cancel these resources (and thus to 
reduce the Account’s indebtedness 
to the Exchequer to £675 millions), 
since the offsetting transaction is the 
‘repayment ” of tap Treasury bills 
previously issued to the Account 
against T'reasury “‘ borrowings ”’ of 
the surplus sterling. 

The interest in the adjustment 
this time arises from the fact that 
the internal financing procedure is 
now to be brought more into line 
with the real financing. In future, 
the transfers of sterling to or from 


the Account will be made in smaller 
amounts and at more frequent in- 
tervals—which means that they will 
be more directly related to the 
Account’s operations in the exchange 
market, so that the amount of purely 
nominal floating debt, in the form of 
tap bills, will be kept down. 


ICFC in the Squeeze 


The activities of the Industrial 
and Commercial Finance Corpora- 
tion have not unnaturally been 
restrained by the credit squeeze. 
The Corporation has experienced a 
sharp drop in repayments and reali- 
zations, obviously attributable to the 
increased financial pressure being 
suffered by its customers. This has 
been especially serious as the cor- 
poration’s shareholders, the joint- 
stock banks, have since May of 
last year imposed stringent restric- 
tions on the provision of resources. 
Accordingly, ICFC has been obliged 
to turn down many more of the 
increasing number of applicants. ‘The 
volume of business transacted by 
ICFC during the year to March 
31 was slightly down, from £53 
millions to £5 millions. 

By contrast, the loans of another 
institution extending finance to small 
and medium-sized borrowers, the 
Agricultural Mortgage Corporation, 
rose by nearly a quarter in the same 


period. 


Banking Summer School 


The international banking summer 
school is this year being held, for 
the first time, in America—at Rutgers 
University, New Jersey, which early 
this month will welcome 203 bankers 
from 38 countries. ‘The theme of the 
lectures, to be given by American 
and Canadian bankers and econo- 
mists, is ‘International Banking 
and Foreign ‘Trade _ Institutions: 
Practices and Policies in the Western 
Hemisphere ’’. 
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America’s Seething 


Stability 


S sterling, convalescent rather than recovered, enters its phase of 
seasonal stress, a new uncertainty comes from the talk of a down- 
turn in the American economy. This threat, however, is at present 
no more than a conjecture: the American economy is still shuffling 


sideways on a high level (dare one say plateau?) and some observers indeed 


remain convinced that the next general move will be another upward one. 
One reason for the unusual divergence of views is that economic assessment 
has recently required a great deal more than economic judgment. In this 
election year the health of President Eisenhower has played a significant part 
in influencing the climate in Wall Street, and also, though to a very much 
smaller extent, in shaping the investment plans of trade and industry. 
Medical expertize, and a readiness to translate medical into political diagnosis, 
have become part of the required equipment of the economic soothsayer in 
the United States. 

The uncertainty about the movement of the American economy is not, 
however, based wholly, or even mainly, on political influences. The 
November elections and the personalities involved can be dismissed as 
essentially short-term and transient factors in the economy. ‘They have a 
profound immediate bearing on the behaviour of the stock markets; they 
may even cause some change in buying programmes of consumers and invest- 
ment programmes of manufacturers. But such influences as these are 
likely to prove ephemeral. The contention that only a Republican government 
in the United States ‘‘ is good for business ”’ fails to stand up to the test of 
history. ‘The rescue from the cataclysmic depression of 1929-33, and the 
unparalleled growth and prosperity of the American economy during the 
Truman years were impressive examples of dynamic capitalism; they suggest 
that this will continue to be the lot of the United States whatever the 
outcome of the elections. 

The long-run factors in America’s dynamism, it may be recalled, are the 
character of the people, the growth of population, the sheer momentum of 
a high-living, economically conscious community, the constant pressure for 
change, the confidence of businessmen in continued prosperity, and last 
but not least the determination to maintain a large defence programme and 
supply military equipment and economic aid to allies to meet the economic 
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and military challenge of the Soviet system. All these characteristics tend 
to keep the secular trend, the ground swell of the American economy 
moving towards expansion. If there were to be a Democratic victory next 
November, many American industrialists and businessmen would be bitterly 
disappointed; but none of them would cut off their noses to spite the face 
of the Government. 

Nothing has happened in recent months to weaken the expansionist 
force of the long-term influences (save, just possibly, some anticipation by 
businessmen of a future reduction in defence spending, which appears 
likely to result, in due course, from the recent easing in political tension 
and the cuts in forces made by the Soviet Union). ‘The immediate puzzle 
of the American economy is that expansion is proceeding side by side with 
contraction. ‘The simple multiplier effect does not appear to be at work: 
appreciable unemployment and idle capacity in some key industries has not 
prevented the emergence of scarcities and long order books at their major 


suppliers. 


Question-mark over Detroit 


The softest spot in the American economy, unquestionably, is to be 
found in the motor car industry. Last year that industry achieved miracles 
of salesmanship and production. An all-time record of nearly 8 million 
cars was produced and for the most part sold, representing an increase in 
production of some 12 per cent over 1954. This rate of expansion was 
achieved by a combination of factors that by their nature cannot be sustained. 
An important boost was provided by the novelty of the 1955 models, and 
in particular the introduction of the multi-coloured designs, which imme- 
diately caught the eye of the American woman—who exercises a notoriously 
strong influence over American consumer demand. In addition, however, 
the normal timing and sequence of motor car sales were violently accelerated. 
Consumer credit was offered on unprecedentedly easy terms, and the 
amount extended against motor car sales expanded in 1955 from $10.4 
billions to $14.3 billions; the consumer was wooed further by attractive 
(and quite. excessive) trade-in terms. ‘Thanks to these efforts, the new car 
displaced the old, or was added as a second or third car, a year earlier than it 
normally would have done. Part of the industry’s activity in 1955 pre- 
empted the normal demand for 1956. | 

The first signs of trouble became apparent towards the end of last year. 
The new 1956 models were not sufficiently revolutionary to stimulate 
appetites that had been sated by the polychromatic 1955 models. Antici- 
pation of the well-known tendency of the American motor car industry to 
do its basic retooling every two years prompted the fashion-conscious to wait 
for the 1957 models. In the early weeks of this year, the inventories of 
unsold cars in dealers’ hands began to mount ominously. ‘The industry 
rapidly adjusted its schedule of output to the changes in demand, and then 
estimated that production in 1956 would reach some 6} million cars, or 
about 13 million down from the 1955 record. In fact the rate of decline has 
been greater than that. Since December production has been cut by 20 per 
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cent below the corresponding figures for last year, and even the optimists 
will be pleasantly surprised if the total for 1956 reaches 6 million. 

The curtailment of car output has not, as in Britain, been accompanied 
by any shortening of the working week. There has been some closing 
down of plants for a week or so, but for the most part the reduced tempo 
of production and the consequent redundancy of workers have led to massive 
dismissals of workers in Detroit and other production centres. Before this 
recession the industry employed about 710,000 workers; of these, just on 
200,000 are now out of work. For nearly one half of those unemployed the 
impact on income is being softened by the agreement negotiated last year 
with Ford and General Motors for a ‘‘ guaranteed wage ’’, which supple- 
ments the state unemployment relief for a period of six months. 

Meanwhile, the spring and summer revival of demand has not occurred. 
The number of unsold cars in dealers’ hands amounted at the latest count 
to 900,000, and it seems likely that a further scaling down of production 
schedules will need to be made to permit reduction of the swollen stocks 
before the new models begin to pour off the production lines in the autumn. 
By then, the industry will see more clearly the answer to the crucial question 
whether this year’s recession in sales is due merely to post-1955 indigestion, 
or whether it reflects a more deep-seated change in demand. 

Another much publicized weakness in the economy is the recent 
decline in agricultural income and the accompanying reduction in 
sales of tractors and other farm implements. However, the fall 
in farm income has been proceeding for a considerable time, and 
there are signs that the curve may have touched its nadir in recent 
weeks. Agricultural prices have recently been moving up, and this trend 
should be encouraged by the latest farm price support legislation passed by 
Congress. ‘The new law is a compromise between the more flexible support 
programme that had been proposed by President Eisenhower and Mr 
Benson, the Secretary for Agriculture, and the proposals for a return to 
rigid and higher parities written into the Bill by Congress for reasons not 
unconnected with the coming elections. ‘Those proposals were courageously 
vetoed by the President, but the law ultimately passed went a good deal 
further than the Administration had intended. Some of the support prices 
have been raised substantially—those for grains, for example, from 70 to 
76 per cent of the parity ratio (taken as the relationship that obtained in 
1910-14 between the prices received by farmers and those of the products 
they buy). In the first four and a half months of this year, the rise in farm 
prices raised the ratio from 80 to 85 per cent of the parity. In future, 
moreover, farm incomes should be boosted by the so-called Soil Bank plan, 
which is designed to reduce the accumulation of surpluses by the Govern- 
ment through payments to farmers, up to a total of $1,200 millions a year, 
for taking Jand temporarily out of cultivation. If, therefore, agriculture has 
hitherto been a soft spot in the American economy, it could now become 
an expansionary influence. 

The fears of a downturn in American business activity in the third 
quarter of this year are based to a large extent on the accumulation of inven- 
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tories, not merely in the car trade but over a very wide sector of industry. 
In April, the value of total inventories, at $84.4 billions, was $6.7 billions 
higher than it was a year ago. Moreover, these inventories now include a 
larger proportion of finished products than of raw materials or semi- 
manufactured goods. Even in semis, however, the stock position is inflated. 
The running down of inventories in the second half of the year could have 
a serious impact on production over a much wider range of American 
industry than has hitherto been affected by the decline in the demand for 
motor cars. Steel, in particular, has been hoarded on a considerable scale. 
This reflects not only the continuing shortage of certain types of steel but 
also anticipation of the negotiations now in train for a new wage contract in 
the industry. The far-ranging demands presented by the unions seem bound 
to cause either a strike or a steep price increase. The unions have now stated 
that their deadline for reaching agreement is the middle of this month. 


The Investment Boom 


The continued shortages of steel supplies highlight the strength of 
the expansionist factors in the American economy that so far have succeeded 
in neutralizing the depressing effects of the sharp downturn in the auto- 
mobile industry. By far the most important of these offsetting influences 
has been the continuance of the boom in the capital goods industries. 
The latest estimates made by the McGraw-Hill department of economics 
put expenditure on new plant and equipment during 1956 at no less than 
$39 billions. ‘This would represent a rise of about $9 billions, or nearly 
one-third, above the previous record set up in 1955. It may be recalled 
that the official estimates of business investment prepared earlier this year 
forecast the 1956 increase at 22 per cent. The evidence of the last few 
years suggests that these estimates of the investment intentions of business 
men err on the side of caution: in practice actual outlays have exceeded 
the forecasts. ‘The recent experience also suggests that the growth in 
productive investment is now a relatively constant phenomenon. Industry 
in the United States is no longer deflected from its long-term plans by 
short-range fluctuations in the volume of demand and production. In 1953-54, 
indeed, such disregard of the downturn in the economy was the most 
important single influence in keeping that downturn to its very modest 
proportions. While the leaders of industry refuse to acknowledge the 
possibility of American slump, there will be no slump. 

The business investment boom is now the dominant factor in the 
American economy. Last year it neutralized the small decline in house 
construction. By now, all sectors of the building industry are highly 
active, and in May building starts were about 10 per cent higher than in 
the corresponding month of 1955. <A further fundamental prop to the 
boom is the buoyant level of consumer expenditure as a whole. In the 
first five months of this year, the decline of about $500 millions in retail 
sales of motor cars was much more than made up by increased sales of 
other goods: total retail sales rose on the year by nearly $4 billions. Further, 
expenditures on services continue their apparently tnexorable rise. 
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America’s economy as a whole is thus characterized at present by stability 
—though by no means static stability. A high American official who 
recently visited Britain described it as a “‘ seething stability’. Employ- 
ment is at record levels, with unemployment fluctuating between 3 and 4 
per cent—low figures in the mobile American economy. Mobility has been 
particularly high during this period of adjustment between industries. The 
car workers in Detroit have been finding employment elsewhere. Many Negro 
workers have already started the trek back South, while others have been 
moving the 2,000 miles west to the Californian industrial areas, where 
industry continues to expand at a particularly rapid rate. The textile 
industry in New England is still working under difficulties, and more firms 
are moving to the Southern States, where labour is cheaper, raw material 
closer at hand and factories are of more modern design. If, for some 
months past, the picture of the American economy as shown by average 
economic indices has been one of stability, it is a stability beneath the 
surface of which there is the turbulence of change and the dynamic promise 
of expansion. 

The seething stability has been watched carefully by the American 
monetary authorities for signs that it may either burst into inflationary 
boom or slide downward into recession. In April, the Federal Reserve 
banks raised their rediscount rates, for the fifth time within twelve months, 
but still generally to the modest level of 23? per cent (though the banks of 
Minneapolis and San Francisco raised their rates to 3 percent). ‘The increases 
in rediscount rates aroused a considerable volume of criticism in political 
and industrial quarters. Political spokesmen in the Administration itself 
were aghast at any suggestion of credit restraint in an election year and at 
a time when certain segments of the economy showed signs of recession. 
The Secretary of the Treasury, Mr George Humphrey, told the Senate 
Finance Committee that if the matter had rested within his sphere of 
responsibility he would not have made the move: “I would have let 
natural conditions take their course’”’. Even more pointed criticism came 
from the Secretary of Commerce, Mr Weeks, the Secretary of Labour, 
Mr Mitchell, and from Dr Burns, the chairman of the President’s Council 
of Economic Advisers. ‘The President, however, reassuringly confirmed 
the independence of the ‘‘ Fed’”’. He was confident that the authorities 
were “‘ watching the situation day by day ”’ and that “if money gets ‘ too 
tight ’ they will move in the other direction as soon as they can ”’. 

In the past month the Federal Reserve has shifted the direction of its 
tactics—moderately, but none the less significantly. It has relieved the 
stringency in the money market by making considerable bill purchases, 
with the result that the Treasury bill rate has edged down from over 
2? per cent at the time of the increase in rediscount rates in mid-April to 
below 24 per cent (at the tender on June 18). The Federal Reserve has in 
recent years achieved a quite remarkable success in forestalling excessive 
upward or downward movements in the economy by prompt monetary 
action, often far ahead of public opinion. Its vigilance now reinforces the 
grounds for confidence in the immediate strength of the American economy. 
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DEBATE ON MONETARY CONTROL 


The Case for High 
Short Rates 


This second contribution to the debate on 
monetary principles and mechanics—a 
discussion largelystimulated by articles in 
THE BANKER and in LLOYDS BANK REVIEW 
last April—comes from Professor Morgan, 
of University College, Swansea. While 
recognizing the need to regulate bank 


liquidity by operations in the bond mar- 
ket, Professor Morgan urges the need for 
high short-term rates as the means of pre- 
venting the activation of ‘‘1dle’’ deposits. 
The previous article in thts sertes, by 
Dr T. Balogh, argued a left-wing case 
against ‘‘the new orthodoxy” ,—£DITOR. 





By E. VICTOR MORGAN 


HE slowness with which the economy has responded to credit 

restriction during the past eighteen months has revived old doubts 

about the effectiveness of monetary policy and has caused dis- 

cussion of new expedients—notably the direct control of advances 
and the prescription of liquidity ratios—to enhance that effectiveness. ‘To 
the present writer both the doubts and the expedients seem to be based on 
a misconception of how monetary policy may be expected to work. In 
order to justify this statement, it is necessary to go back very briefly to 
some rather elementary first principles. 

The existence of inflation implies that the community as a whole is 
spending more than its income (measured by the value of current output 
at current prices) and so prices are forced up. ‘This implies that some 
persons or institutions are borrowing more than others would be prepared 
to save out of their income thus defined. Hence, if monetary policy is to 
curb inflation, it should keep down the amount of borrowing to the amount 
of the saving that is forthcoming out of the current level of money income. 

A restriction of bank deposits clearly helps towards this, but it is not 
enough. A large proportion of all deposits are “idle balances”’ held by 
persons or institutions who have no immediate intention of spending them, 
and who could carry on their ordinary day-to-day business equally well if 
this part of their assets were held in some other form. If the holders of 
these balances transfer them, either by making a loan or by purchasing 
some existing asset, to those who wish to spend them on goods currently 
produced, the effect is just as if the banks themselves had increased their 
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lending. It enables some members of the community to make more 
demands on current output without requiring anyone else to make less. 
Once such an increase in spending gets under way, it produces a cumu- 
lative effect. 

It is impossible to tell the size of these “idle balances”’ but all the 
evidence suggests that they are very large, so that even a small change in 
their volume could produce a substantial effect upon the rate of spending.* 
The only evidence that this process is at work that can be seen in figures 
is a rise in the ratio of national income and of bank clearings to deposits, 
i.e. an increase in the velocity of circulation of money. 

If monetary policy is to be an effective check to inflation, it must not 
only restrain the creation of new bank deposits but also the bringing into 
action of hitherto idle deposits. It is generally supposed that the restraining 
influence is a high rate of interest, and the various technical devices of 
monetary policy have been discussed primarily in relation to interest rates. 
But rising rates of interest are only the symptom of falling asset values, and 
changing asset values play a much more fundamental part in the process 
than do interest rates themselves. 


Function of Falling Security Prices 


For the banks, a fall in asset values is reflected in their investments, and 
so in their attitude towards their more liquid assets. It has often been 
stressed in The Banker that the banks’ desire to hold liquid assets depends 
on the ease with which they can sell their investments. At a time of weak- 
ness in the gilt-edged market a liquidity ratio of 33 per cent or even more 
may be as effective a deterrent to new lending as a ratio of 30 per cent in 
a gilt-edged boom. By depressing the value of the banks’ investments the 
authorities can raise the banks’ demand for liquid assets in the same way 
as they could by using the controversial power to raise liquidity ratios. 
But, whereas the prescription of liquidity ratios would directly affect the 
banks alone, the fall in asset values has a much wider influence. \/ 

Lord Keynes taught that the holder of idle balances keeps them either as 
a precaution against a fall in the money value of other assets or—if he 
expects such a fall to take place—in the hope of gaining from it by buying 
other assets more cheaply in the future. When security prices are rising, 
the need for precautions against a fall seems remote, and the “‘ speculative 
motive ’’ (as Keynes called his second reason) encourages the purchase of 
securities and the corresponding reduction of idle balances. At a time of 
rising security prices, a restriction of new credit creation is always liable to 
be frustrated by the more rapid turnover of existing deposits. ‘The 
experience of 1955 provided a vivid illustration of this. In the second 
quarter of that year, industrial production was 6 per cent higher and retail 
prices 4 per cent higher than in the corresponding period of 1954. On 








* A method of estimation devised by Mr R. Khusro in “‘ An Investigation of Liquidity 
Preference ’’, Yorkshire Bulletin of Economic and Social Research, January, 1952, would 
give a figure for idle balances of more than £5,000 millions. Other possible methods would 
give smaller, but still very large, figures. 
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ment Index of industrial ordinary shares averaged 157.6, against 130.1 in 
the second quarter of 1954. ‘The volume of bank deposits, as reflected in 
the Lloyds Bank seasonally-adjusted index of net deposits, was exactly the 
same in the two periods, so that the increased value of transactions was 
financed entirely by an increase in the velocity of circulation. ‘This increase 
is reflected in the Clearing House figures, which show that the turnover in 
the General and Provincial clearings rose from an average of £110 millions 
per working day in the second quarter of 1954 to £117 millions in 1955. 
Yet, in spite of these clear indications, the blame for the continuance of 
inflation was ascribed mainly to the growth of advances rather than to the 
activation of idle balances under the influence of the equity boom. 

Once a boom has been decisively broken and a fall in asset values has 
set in, the ‘‘ precautionary motive ”’ is greatly strengthened, and the specu- 
lative motive encourages the holding of money rather than securities. 
Holders of idle balances want to increase rather than diminish them, and 
the velocity of circulation tends to decline. How large a fall in asset values 
is required to produce any given effect upon spending it is impossible to say. 
The important thing is that there should be a general expectation that the 
fall, even if gradual, will continue; otherwise a slight check to markets 
will bring in new buyers, and the boom will get under way again, as has 
so often happened during the past eighteen months. Hence the authorities 
must be willing to intervene in order to check a premature revival by a 
further rise in Bank rate, by vigorous market operations, or both. If this 
had been done in the spring of 1955 subsequent events might have been 
very different. 


Asset Values and Spending 


A fall in asset values is the only thing that will serve to restrain both the 
lending of the banks and that of holders of idle balances. Moreover, it 
affects not only the lender but the spender, whether on capital goods or on 
consumption. Again, the treatment of the subject in terms of interest 
rates has led to an underestimate of the potential effectiveness of credit 
restriction. It is often said that businessmen, fired with enthusiasm for new 
developments, will not be deterred by high rates of interest so long as they 
can secure the finance which they want.* But, if the banks are placed in 
a position in which they cannot increase their total deposits, and can sell 
investments only at a heavy loss, they will not increase their total loans to 
business whatever the rate of interest. The only way of getting finance 
would then be to sell securities to holders of idle balances or to borrow 
from those who could raise money by selling securities. ‘The effective rate 
of interest involved in this process may be far higher than a bank would 
dream of charging, and the penalty for going ahead with an investment 
project at once rather than waiting for a year or two, may become really 
substantial. Moreover, a purchaser is not always faced with the simple 





* A very recent example of this view is contained in Dr T. Balogh’s article in the last 
issue of The Banker. 
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alternative of buying a newly created capital asset or going without. In the 
case of houses, business premises and even, though to a limited’ extent, 
industrial plant, there is the third possibility of buying already existing 
capital. ‘The general fall in asset values reduces the price of existing capital 
goods relatively to the cost of production of new ones, and so encourages 
the purchase of existing capital instead of new investment when this is 
possible. 

Finally, there is the effect of changes in asset values on consumption. 
A boom of the magnitude of that of 1953-55 adds several thousand millions 
to the market value of assets. Most of this is merely paper profits but some 
of it accrues in real gains to those who are actively “ playing the markets ”’, 
and some of these capital gains are obviously spent on consumption. ‘The 
increase in the market value of the nation’s property is so large that it would 
need only a small percentage leakage into consumption to make a big 
difference to the inflationary gap. 

The question of asset values has been examined in such detail, at the risk 
of seeming to detect the obvious, because it is of fundamental importance 
for the pattern of interest rates. A uniform all-round rise in rates affects 
the values of long-dated assets much more than short dated ones. Hence, 
if it is really asset values rather than rates that are the crucial matter, short- 
term rates ought to fluctuate much more than long-term rates. This is 
just what happened until the beginning of the cheap money period. From 
the middle of the nineteenth century until 1931 there was little difference 
between the average yield on Consols and the average (taken over a period 
of several years) of bill rates. ‘The amplitude of fluctuation, however, was 
about three times as big for bills as for Consols, the bill rate falling well 
below the Consols yield in times of cheap money and rising far above it in 
periods of credit stringency. If such a pattern was a logical part of the 
system in the nineteenth century, it is still more so to-day. Before the 
First World War the banks’ investments were almost entirely in Consols 
(there was little else available in the gilt-edged market) so that the influence 
of the short-term rate was mainly on the bill market. Nowadays the price 
of Consols is of little more direct interest to the banks than the price of 
rum in Cuba; if credit restriction is to affect the value of their investments 
it must operate on the short end of the gilt-edged market, and it cannot do 
this with full effect if the market is propped up by an artificially low bill rate. 


Short Rates and Long 


The authorities took a big step forward at the beginning of 1955 by raising 
Bank rate, toughening their attitude towards the discount market, and 
bringing bill rates almost (though still not quite) into their old-style relation- 
ship with Bank rate. They still shrank, however, from the ultimate step of 
raising money rates (and therefore short bond yields) well above long rates, 
with a corresponding fall in the value of short-term assets. If, for example, 
we take 34 per cent to 5 per cent as reasonable limits for the Consols yield 
in an economy such as our present one, the old-style rate pattern would 
give corresponding fluctuations in Bank rate of 2 per cent or 2$ per cent 
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to 64 per cent or 7 per cent. In retrospect there can be little doubt that 
Bank rate should have been raised to near the upper of these limits in the 
spring of 1955 and held there at least until the stock exchange boom had 
been definitely checked. This does not imply, of course, that a high Bank 
rate is enough in itself. Operations in the gilt-edged market, on the lines 
discussed in the April issue of The Banker, are an essential part of the 
mechanism, but they cannot be fully effective unless they are used in con- 
junction with high money and bill rates. 

This view is in direct contrast with that of some economists who still 
hanker after artificially low short-term rates. In his recent article in Lloyds 
Bank Review, Mr W. Manning Dacey advocates low short-term rates on 
the grounds that they are a natural consequence of the funding operations 
which he desires and that they offer a positive encouragement to the 
switching of funds from short-term to long-term assets. Other writers 
have argued that high rates are expensive to the Treasury; that they increase 
the cost of the sterling balances and so add a further burden to the balance 
of payments; that they enhance the difficulty of funding and conversion 
operations; and that they are unnecessary since effective control can be 
secured by more direct measures, e.g. the control of advances or the fixing 
of liquidity ratios. 

No one would deny that high rates cost money, but a short period of 
very high rates may be less expensive than a longer period of rates that are 
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high but just not high enough. In any case, however, the budgetary cost 
is a small item to set against the control of inflation. ‘The burden of interest 
costs on the balance of payments and the difficulty of funding might be 
almost, if not quite, as great under a system of controlled advances and 
liquidity ratios, and it is very doubtful whether these controls could ever 
be really effective. 

The control of bank advances is largely irrelevant to the main issue. 
Additions to other banking assets create new spending power just as much 
as do advances. The worst that can be said of advances is that the con- 
nection between lending and spending is perhaps a little more direct than 
with other assets. However, credit represented by advances is not likely 
to be much more damaging than that represented by any other bank assets and, 
in our recent troubles, it has been far less harmful than has the persistent 
activation of idle balances under the influence of an obstinately buoyant 
stock market. 


Distorting the Rate Pattern 


The disadvantages of controlled liquidity ratios have been amply demon- 
strated both in The Banker and elsewhere, and here we shall mention only 
the probable effect of controlled ratios on the pattern of interest rates. ‘The 
banks would obviously respond to the mere imposition of control by still 
further shortening the average life of their gilt-edged portfolios, and this 
would lengthen the period during which a stock is too long for the banks 
and too short for insurance and pension funds, and so would increase the 
already anomalous ‘‘ hump ”’ in the yield curve. This would add to the 
difficulty of funding into any stock long enough to be beyond the hump. 
Instead of being valued (apart from market fluctuations) on a constant or 
diminishing yield basis throughout its life, such a stock would have to pass 
through a long period during which it was valued on an abnormally high 
yield basis, and the knowledge that this was the case would obviously 
reduce its attractiveness to purchasers, and consequently put up the cost 
of funding. 

If the authorities raised the liquidity ratio while keeping bill rates low, 
the banks would sell short-dated bonds and the depression of short bond 
prices would open up an abnormally wide gap between the yields of bills 
and that of short bonds and encourage switching from bills to bonds. 
Overseas holders of sterling balances would be likely to switch heavily, so 
that a good deal of the advantage of low bill rates from the point of view 
of the balance of payments might be lost. ‘The compulsory purchases of 
the banks would probably be insufficient to absorb the sales of other 
holders; the discount market would be left to take up more bills; and the 
Bank would be in the dilemma of either having to allow a rise in bill rates 
after all or of having to create funds for the bill market at the risk of nulli- 
fying its previous restrictive action. It is thus very doubtful whether the 
control of liquidity ratios without a high bill rate would be much help even 
in restricting bank credit; it quite certainly could do nothing to restrain the 
lending of idle balances, which is more than half the problem. The benefits 
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of the policy, like those of any other based on an illogical rate pattern, are 
likely to be illusory. 

It has been argued that high short-term rates make difficulties in funding, 
while low ones make it easy by encouraging the switch from short-term 
assets tolong. It is obvious that credit restriction impedes funding, but it is 
far from obvious that, given credit restriction, the pattern of rates advocated 
here makes it more difficult than other patterns would do. The higher the 
short-term rates are raised during an emergency, the more quickly may 
they be expected to do their work and, if very high rates are expected to 
last only a very short time, there is still a strong incentive for lenders to 
““ go long’ while the going is good. Rates that are high but not quite high 
enough are the real impediment to funding—because they have to be main- 
tained for a long time, and because they cause people to fear that still higher 
rates may be needed. In one respect, indeed, the acceptance of a logical 
rate pattern would make funding easier. If short bonds gave less protection 
against a fall in asset values, there would be less reason for the banks to 
concentrate so exclusively upon them. ‘This concentration has been one of 
the most unhealthy results of the anomalies in the rate pattern during the 
past ten years; if the banks were again to take some interest in stocks of 
from ten to twenty years, the way would be open for a return to a more 
normally shaped yield curve that would enhance the attractiveness of the 
“* over twenty year ”’ stocks. 





An Artist's Sketchbook: No. 34 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Ewell 


HIS delightful small country town bank in Surrey stands in sharp 
-§ contrast to the elaborate town banks that have recently been featured 


in the sketchbook. The structure probably belongs to the seventeenth 
century, and the shallow bow windows to the following century—bow 
windows became fashionable about 1750. The building typifies an ancient 
picturesque kind of country architecture, common enough a century ago in 
this country but nowadays disappearing and all too often dwarfed by 
modern monstrosities. This is the sort of subject that the old English 
watercolour painters loved to choose. 

After criticizing many aspects of bank architecture for their formality 
and dullness, it is pleasing to have the opportunity of paying a compliment 
to a great banking concern for its discrimination in leaving well alone. 
Even the door-scraper, of cast iron, is in period. In fact all the branches 
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Specially drawn for ‘The Banker 
by Geoffrey S. Fletcher 


of the big clearing banks in Ewell, new as well as old, are quite admirable, 
and the newer buildings have been carefully scaled to the modest height of 
the rest of the village. A hundred years ago, Ewell was sleepy and picturesque. 
It is still picturesque, with its clear spring of water by the roadside, but no 
longer sleepy; it is skirted on many sides by acres of modern houses, forming 
a typical commuting area. The village itself, however, remains more or 
less intact, a sweet nut in a hard shell. 
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By SIR OSCAR HOBSON 





























I HAVE THREE texts for my sermon this month, a very long one and two 
shorter ones. Here they are: 


In these days of large economic organizations—of workers, employers and 
farmers—the efficacy of monetary policy depends to a large extent upon the 
sense of responsibility shown by both members and leaders, particularly the 
latter. The traditional monetary practices were developed at a time when there 
were a considerable number of small and independent enterprises acting in keen 
competition with one another. They seldom agreed to take concerted action 
whereas in the present large organizations such action 1s the order of the day. 
Ideally it would be desirable for these organizations to approach problems not so 
much with an eye to short-term advantages to be gained but rather with an aware- 
ness of the repercussions which their actions tend to have on the economy-——and 
indirectly on their own position—over a longer period of time. An attitude of 
co-operation on their part must, of course, be matched by greater readiness on 
the part of the monetary authorities to make known not only the main lines of 
their policy but also the reasons for the decisions taken. 

Bank for International Settlements, 26th Annual Report, p 76. 

By September many unions will be committed to pressing for new pay 
increases. There is no sign that any are being deterred by employers’ warnings 
that claims will be resisted or by the impression that some have gained that the 
proposed meeting of representatives of nationalized and privately-owned indus- 
tries will be to plan concerted opposition to any major increase in wages. 

THE TIMES Labour Reporter, Fune 14, 1956. 

The point to recognize is that the Ministry of Labour is the authority respon- 


sible for finding redundant workers new employment. 
FINANCIAL TIMES leader, Fune 7, 1956. 


In the first of these passages we have a reasoned and moderate, but pene- 
trating, statement—such as we have come to expect from this particular 
source—of the new doctrine of economic control which seeks, if not to 
dispense with the interest rate ‘‘ weapon ’’, to assign to it a less prominent 
role than in “ classical’’ times and to rely in much greater degree on 
persuasion and exhortations to restraint addressed to “capital’’ and 
‘‘labour”’ through their representative organizations or direct via the 
Press and radio. In the two other passages we have contemporary com- 
mentaries which point at some of the difficulties which the new doctrine is 


likely to encounter when put into practice. 
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The BIS passage philosophizes on the basic idea underlying our own 
recent economic policy, which our rulers have not been articulate enough 
to put into language for themselves. ‘The idea is that because both masters 
and men are “ organized’ into representative bodies, the old “ brutal ”’, 
‘“anonymous’”’ use of monetary sanctions which work through inflicting 
grievous monetary loss and hardship has become unnecessary. 

Now, of course, we can all agree that the efficacy of the monetary weapon, 
of a given pattern of interest rates, will vary greatly according to the fore- 
sight and intelligence of the community in which it is wielded. 

The most convinced believer in ‘‘ monetary policy ’’ knows that the steps 
taken by the authorities to contract or expand the flow of money will 
work more effectively, more quickly and less painfully if their need and 
purpose are understood and accepted by the community—if the community 
is quick to see the writing on the wall and does not-kick against the pricks. 
Naturally, too, no one wishes to see a single bankrupt or a single unem- 
ployed worker more than is necessary. In the past, notably in 1921, there 
may have been misjudgment on the amount of deflationary pressure that 
was really necessary. ‘There is less likelihood of such mistakes being 


made now. 
No Panacea in ‘** Co-operation ”’ 


But the crucial question which arises is whether the BIS analysis is a 
correct one. Admitted that there is more organization in industry “ on 
both sides ’’, is it true that this makes for “‘ concerted action ”’ of a kind 
which reduces the need for technical monetary measures ? I wish I could 
believe that it is true, but I do not believe that it is so in any significant 
degree. I agree that there is greater awareness of the problems among the 
leaders on both sides. But I doubt whether there is any greater readiness 
to co-operate in their solution. In some respects it is even possible that 
there is less. The greater bargaining strength that the trade unions have 
developed may have made them even more obstinate than before in pursuing 
the short-term advantage of their members. Nor in the past year or two 
have the employers shown any very obvious corporate spirit, if the reports 
about “‘ pinching ”’ and. “‘ hoarding ”’ labour can be believed. It is, without 
doubt, “* ideally desirable’ to take the long view. But labour, and to an 
only slightly less degree capital, still has its eye on “‘ short-term advantage ”’. 
In the context of national economic stability ‘‘ concerted action ”’ is very 
inconspicuously, if at all, ‘ the order of the day ”’ 

What is the order of the day is an increased sense of right without 
obligation, an increased expectation of services to be received without 
return. ‘The welfare state has not in the main brought thankfulness to the 
hearts of those who enjoy its benefits. It has brought a desire for more. 
Appetite has come with eating. Gratitude takes the form of a lively sense 
of more favours to come. The ordinary man, as the Standard Motor 
episode has demonstrated, now expects, if his present work becomes 
redundant, to be found alternative and at least equally remunerative 
employment elsewhere, without any effort or inconvenience on his part. 
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In the Standard case the first claim of the unions was that the Standard 
Company should continue to employ or at any rate to pay a man until a 
job congenial to him had presented itself. Failing the company, it is the * 
State which must guarantee to find any displaced employee fresh employ- ao 
ment—without any obligation on him to accept it. ‘That is the doctrine 
which is coming into fashion—though the columns of the Financial Times 
are a rather improbable place in which to find it enunciated. 

Such a system just will not work. It is fundamental that there cannot 
be rights without obligations or obligations without rights. If the State is 
to take on the obligation to find a man work—all it does at present is to 
provide employment exchanges for the use of employers and employed on 
a purely voluntary basis--then it will have to have the right to direct a ‘ 
man where to work. ‘hat is the Communist principle. ‘The alternative, 
and the only alternative, is the “ free ’’ system in which rights are balanced 
by responsibilities and which are knit together by disciplines voluntarily 
accepted. I am not saying that either system need be or can be 100 per 
cent pure. In either system a certain modicum of adulteration is tolerable, 
but once this is exceeded then there will be sudden conversion into the 
other system. 

In our case, as it seems to me, the tendency is now rather strongly towards 
a situation in which the Communist virus threatens to spread alarmingly. 

We must either pull ourselves up and restore and renovate the instruments 
and practices of democratic freedom or we may wake up one day and find 
that the infection has gone too far. 






































Policy without Principle 


I am no pessimist. But I think that we are now, as a nation, morally 
and intellectually in a bad patch of history—a patch in which neither political 
party has a consistent or coherent policy, in which the Government of the 
day has neither courage nor conviction and in which too large a section of 
the people sees the be-all and end-all of existence in taking all and giving 
nothing. I do not believe that the rot has gone so far that it cannot be 
stopped. I do not believe that the welfare state cannot be sufficiently 
modified and adjusted to make it economically viable. I do not believe that 
the mass of the people would not accept the economic reforms and disciplines, 
unpleasant though some of them might be, which are needed to get the 
country back on to the traditional rails. I still have the hope—though not 
a very confident one—that even the present Government may before it is 
too late summon up the pluck to formulate those measures—firm monetary 
policy, derestriction of rents, fiscal reform—which are needed to eradicate 
inflation, which lies at the root of all our troubles. 

But if I, as some allege, am a pessimist, what term is to be applied to 
Professor Harry Johnson, professor of economic theory in the University | 
of Manchester, who writes on the monetary policy in the latest issue of the : 
Three Banks Review? For Professor Johnson believes neither in monetary | | 
policy nor in the Government’s alternative of exhortations. The belief that | 
by credit control demand can be so reduced as to eliminate over-full 
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: employment he regards as a which “ accords neither 
: with pre-war nor with post-war behaviour ‘“ Experience ’’, he says, 
suggests that substantial unemployment would be needed to prevent wages 
from increasing at an inflationary rate. ‘This solution would not be found 
‘“tolerable”’. Nor has he any greater hopes in “alternative methods of 
controlling aggregate demand’’. Presumably he thereby rules out an 
elaborate network of direct controls—and if so that is to be accounted to 
him for grace—but, rather oddly, he says nothing about these. Exhortations 
he has no use for at all. ‘There is no hope to be found by “ appealing for 
the reintroduction of rigid wage and price controls, or by pledges by indi- 
vidual industries not to raise their prices for the next six months, still less 
by despairing appeals to employers and employees to moderate their greed 
by self-restraint ”’. 

Has Professor Johnson, then, no solution for our troubles to propose ? 
Yes, he has a solution-—the good old solution of letting things rip. In his 
own words: “ The solution to the overload on the economy seems to be to 
stagger along under it as we have been doing, meeting crises by a succession 
of temporary and regrettable expedients”’. This has to be done because 
‘““the unemployment required to stabilize prices would probably be in- 
tolerably high by any reasonable standards’. He does not stop to consider 
that the unemployment into which the country might be landed in the 
course of one of the crises might also be “ intolerably high by any reasonable 
standards ’’’. But he ends on a note of forced hopefulness: “‘ This solution 
would probably prove much more satisfactory than it sounds”’. It would 
prove more satisfactory because, after all, the Professor nourishes the hope 
that there may be ‘a gradual widening of margin of unemployment ” 
which may remove some of the inefficiencies of over-full employment 
without causing labour unrest. Well, for my part I am not in favour of 
leaving our destinies to the odd chance that if we pursue a policy of masterly 
inactivity things may turn out all right in the end. And despite the present 
rather truculent attitude of the trade unions I question the value of the 
‘experience ’’ which is supposed to prove that it is impossible to get rid 
of inflation without “intolerable”? unemployment. Firm and resolute 
government might work wonders. 


Axes to Grind ? 


Before I leave Professor Johnson to his mood of gay despair, there is 
something else I should like to say. In his article the Professor has a 
‘smack’ at financial journalists. He regards them as unreliable com- 
mentators on matters of monetary policy. ‘They are unreliable because 
‘they have often had axes to grind and have oscillated between claiming 
great successes to encourage further steps towards orthodox monetary policy 
and alleging failure as a preliminary to demanding a more courageous resort 
to orthodoxy ’’. Reluctantly, therefore, the Professor concludes that ‘‘ one 
is forced to depend on one’s best judgment of the meaning of experience ”’. 

It is, of course, true that every commentator on economic events must 
see them against a background made up of his own education, experience 
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and general mental equipment. Unwittingly his reports may be to some 
extent distorted or out of focus, particularly if he has to write them from 
day to day and has no time for mature reflection. 

But if these shortcomings are to be stigmatized as grinding axes then one 
member of that community of ferocious animals, the financial journalists, 
feels inclined to defend himself by asking whether teachers of economics, 
even professors, may not on occasion lay themselves open to the same 
charge. Could there be a slight suggestion of the parti pris in Professor 
Johnson’s use of the words “ orthodox ’’, “ orthodoxy”? ? And when in 
the paragraphs following the indictment he discusses the effect of Bank 
rate on stock-holding and on fixed capital investment respectively, is his 
argument strictly logical and scientific ? Professor Johnson adheres to the 
view that a Bank rate rise affects stock-holding more than it affects long-term 
investment. ‘This effect he says is due not so much to the rise in the price 
of credit as to the reduction in its availability. But with long-term invest- 
ment it is different. ‘Temporarily, a rise in Bank rate may choke off new 
issues. But “in the longer run when the market has become adjusted to 
more stringent conditions, is the rate of investment decisions’, asks the 
Professor, “‘ likely to be much reduced ”’ ? 

Well, one would think that so long as there is a shortage of credit, long- 
term investment (it is not a question of “ decisions ”’ but of use of resources) 
must be affected no less than stock-holding. ‘The Professor’s argument, 
I suggest, is not watertight and when one throws in the fact (which any 
competent financial journalists would have reported in this context) that 
despite the credit squeeze stock-holding in this country in fact rose notably 
last year, one is entitled to ask whether the Professor is not arguing on pre- 
conceived premises in a manner which might reasonably be called grinding 
an axe. Personally, I deprecate these hardware metaphors; it would be 
better that there should be no rivalry between pots and kettles in calling 
each other black. 

Back to earth, finally, for a few concluding sentences. How have things 
progressed in this past month of June? Basically I cannot see any change. 
The outstanding economic event for us has been the issue of overseas trade 
returns much more favourable than any but the most optimistic would 
have dared to expect. An all-time record in exports (both overall and to 
North America), a fall in the “‘ gap ” to £32 millions, a figure less than half 
the monthly average for last year—these are certainly heartening results. 
If only one could count on their continuance—but it would be clearly 
visionary to do so and the “ authorities ”’ have made it quite plain that they 
do not expect it. However, the results do lift the horizon a bit—give us 
time which could be useful if it were profitably used. 

In the monetary sphere nothing has happened. The banks’ credit screw 
has, judging by the latest figures, ceased to turn. The gilt-edged market 
shows no robustness but there has been little change in prices. The authori- 
ties have taken no monetary step, but they have maintained and even intensi- 
fied their campaign of exhortation to restraint and stabilization of prices— 
psychological effect on labour so far nil, if The Times labour reporter is right. 
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Rough Weather in 
Lombard Street 


URRENT discussions about the effectiveness of the monetary 
weapons and suggestions that the authorities ought to have 
wielded them more toughly are apt to raise wry smiles among 
the dealers in the discount market. The monetary measures of 
the past eighteen months, however mildly they may have operated as a 
brake on inflation, have conjured up some extremely rough weather in 
Lombard Street. ‘They have exposed the discount market to the most 
violent buffetings within the memory of most of its members—buffetings 
of the kind that was widely apprehended, but did not in fact occur, when 
the money weapons first came into use again in 1951-52. Even by the 
standards of former phases of flexible money, the rise in money rates in 
these eighteen months has been unusually steep, and it has carried them to 
levels far beyond any experienced since the crisis of 1931, when the market 
was in some respects less vulnerable to this kind of rough weather than it 
is now. ‘This time, it is true, the discount houses have not been beset by 
fears about the safety of their commercial paper; but in this past quarter 
century they have been assuming much greater responsibilities in the short- 
bond market—and it is from this direction that the principal threat has come. 

The modern organization of the market, with its bill portfolios normally 
amounting to around twenty times its true capital and its bond portfolios 
extending to ten or even more times that same capital, has faced its first 
big test. It has come through it without disaster, but by no means without 
damage. As might have been expected, the several houses have shown 
different degrees of skill and foresight in adapting themselves to the new 
circumstances—both in preparing for squalls and in navigating through 
them. Their condition now, as judged by the latest batch of balance 
sheets, presents some interesting contrasts. One of the smallest houses 
seems actually to have strengthened its position, absolutely as well as rela- 
tively, while at the other extreme two of the biggest houses have suffered 
severe strain. Within the whole group of twelve houses the relative 
strengths have been strikingly altered. 

The key to these contrasts is to be found mainly in the different policies 
pursued in the bond market, since by far the biggest source of pressure 
has come from the fall in bond values. Losses thrust upon a discount 
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house by a sudden rise in bill rates can normally be overtaken within a 
relatively short period, since the sharper the rise the larger is likely to be 
the current profit from running new bills at the higher rates. There can 
be no escape from the transitional loss, but it will rarely be a major source 
of worry—provided that the market can reckon on a reasonable breathing- 
space before the next rise. It is very different in bond dealing. Here the 
risks are incomparably greater, and are related not only to the size of the 
portfolio but to its average life. 

Even though the bond portfolio be exceptionally short, the period during 
which low-yielding securities have to be financed by dear money is likely to 
be much longer than it is with bills; and throughout that period, whether 
short or long, the discount house is confronted with the problem of providing 
an adequate margin of collateral for the loans by which the depreciated 
bonds are financed. If either the running loss or the pressure for margins 


TABLE I 
MONEY AND BILL RATES, 1955-56 
(Bank rate shown in black on days of change)* 
Feb 24, Junei17, Feb 10, Feb 17, May18, June 15, 


1955 1955 1956 1956 1956 1956 
% % % % % 
Bank Rate ss - 4! 4} 43 54 a 54 
Discount Rates: 
Bank Bills, 3 Mths .. 3 48 a 4} 53 54-55 54-55% 
» 0» 4 5 «- SH-3 4 434% 3% 34-S ie = Sie-5t 
> ? 6 >» oe 3% —4 44 44% 5%- -54$ 54-5 ¥% 5 is —-5% 
Trade Bills, 3 Mths.. 44-43 41-4} 5-53 6-64 6-64 6-64 
” 9 ” ° 4} 47 43-4} 3~S5% 6- —64 6-64 6-63 
“ — we 44-54 43-54 54-6 6-7 6-7 6-7 
Treasury Bills: 
Allotment rate .. 75/5.32d. 79/5.17d. 82/8.71d. 105/5.88d. 99/0.60d. 100/4.20d. 
Clearing Banks’ Short 
Money Minimum .. 2?t 23t 22+ 33+ 33+ 3if 
Floating Money (max) . 3} 34 4 4} 44 4} 
Clearing Banks’ Deposit 
Rate .. ; 24 24 24 34 34 34 


* For days of Bank rate change, all rates except the clearing banks’ “ fixed’ rates are 
those for the following day. 
+ Applicable to “‘ good ’’ money. 


threatens to be larger than its resources can stand, the discount house may 
be driven to convert book depreciation into realized losses by selling bonds 
in an adverse market. In conditions such as these, agility and keen timing 
are of paramount importance; but skilful management during a pressure 
will rarely suffice to make good the disadvantage of a vulnerable position— 
a too large or too long portfolio—at the moment when the pressure started. 

These considerations have all been very clearly demonstrated by recent 
experience. ‘Twelve months ago, at the time of the last of these annual 
surveys, it seemed that the market as a whole had come pretty creditably 
through the first phase of strain, the rise in Bank rate from 3 to 43 per 
cent in early 1955, and the first big fall in bond values. Some hard knocks 
had been taken, but there were hopes that the weakening would never be 
displayed to the public gaze. It was known even then, however, that some 
houses had been tempted in 1954 into relatively long bonds, notably into 
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the 2 per cent Exchequer stock, 1960, offered in conversion at end- 
November; and one or two houses, it is believed, had been further tempted 
by the high yields that were offering within three months or so of the rise 
in Bank rate to 44 per cent. ‘These operations were evidently founded on 
a belief that the worst had already been seen, a belief perhaps encouraged by 
false analogy with the experience in 1951-52. But at the very time when 
these hopes arose, other houses were still shortening sail in the bond market, 
and some of them were among those that had been in especially good trim 
when the pressure started. In the event, instead of the hoped-for turn- 
round in bond values, there was a further decline, which had become sub- 
stantial even before the rise in Bank rate to 54 per cent last February. 

This left the houses that had extended or lengthened their portfolios in a 
very difficult position. The larger the portfolio, the harder it was to reverse 
tactics and lighten the load, especially in the longest bonds. ‘The redemp- 
tion yield on the 2 per cent 1960 stock, which had risen from under 2} per 
cent to 4 per cent in the first half of 1955, rose by almost a further 1 per 
cent in the ensuing nine months, and the market depreciation over the 
whole period exceeded 10 per cent. ‘The yield on the 1957 2} per cent 
stock, a representative medium-short at the beginning of the period, rose 
almost corresponding y through both phases, and its depreciation over the 
fifteen months was not far short of 5 per cent. The strain involved can be 
appreciated by observirg that an average depreciation of 5 per cent on a 
bond portfolio equal to ten tin es the true capital resources (and some port- 
folios exceeded that proportion) is equivalent to half the capital—so that 
the remainder of it will be fully absorbed in providing the normal 5 per 
cent margin of collateral required for bond-money, without reckoning the 
margins required for bill-money. Inevitably, some houses faced serious 
anxiety on this score. If forced selling of bonds was avoided, as it seems 
to have been, that was apparently attributable to the fact that some of the 
houses affected already held considerable lines of deposits against which no 
security had to be lodged, that these houses and at least one other made 
vigorous efforts to increase the flow of such deposits (partly by the offer of 
high rates to clients overseas), and that some of the “ outside” lenders to 
the market were prepared to work below the conventional margins. 

Whilst some houses, including two of the biggest ones, were contending 
with difficulties of this kind, others that had kept short throughout or that 
had cut their losses at an earlier stage were able to seize the opportunities 
for profitable switching or reinvestment that opened up towards the end of 
1955 and after the rise in Bank rate last February. One house, King & 
Shaxson, formerly the smallest of the ten public companies, was triumphantly 
cautious: it apparently held almost three-quarters of its bond portfolio in 
the 1955 Serial Funding stock, carried this to maturity, and then went into 
the 4 per cent 1957-58 stock offered in exchange—with the result that, 
when Bank rate went up a few months later, “‘ our current profit easily 
absorbed the small but unavoidable loss”’. Another of the smaller houses, 
Allen, Harvey & Ross, has evidently distinguished itself in agility and good 
timing: in August last the average life of its portfolio was seventeen months; 
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by February it was down to twelve months, and thus was trimmed for the 
Bank rate change; and by end-March, after bond values had grounded and 


after the Government’s second issue of high-coupon stock, the £300 millions 3 
of 5 per cent Exchequer Stock, 1957, it was up to twenty months. 4 
It should be added, however, that the smaller houses enjoy a manoeuvra- x 
bility that can rarely be matched by the ‘“‘ Big Three’ houses, because of ts 
the sheer bulk of their portfolios. Major adjustments by them have to ie 
wait upon major opportunities. For them the process of lightening the 
deadweight of low-coupon stocks and of substituting those giving an income | 
turn over the cost of money was bound to be long and arduous—and, almost & 


inevitably, expensive. By now, however, some good progress has been 
TABLE II 
MONEY MARKET SHORT BONDS, 1954-56 
Net Prices 
1956— 























1954 ——— 19§5-—_—_—,, | ~—y 
End High Low End High Low June 15 
Natl War 24°, 1954-56... 1007; 1004 9733 984 9935 9835 99335 
Fan9 May 17 June 15 Fan 4 
Funding 23% 1952-57 100 {% 10033 97 97 48 98: 974 9838 
Jan 21 Sept 7 May 29 Feb 27 
Exchequer 5% 1957 di — — — — 1002 9934 100} 
May 23 Mar 23 
Serial 2}% 1957 100 100 963 964 97 953 97%; 
Jan7T Dec 12 May 31 Mar 15 
Conversion 4% 1957-58 .. —— — —_- 99 & 993 972 98} 
Feb 6 Mar 23 
Conversion 2% 1958-59 .. 99 99%, Ae YI2% 944 91% 94 4; 
Jan 7 Sept 7 May 23 Feb 17 
War Loan 3% 1955-59 100 3 100%5 934 94+ 2 9535 933 95 ds 
Jan 7 Sept 7 Feb 8 Feb 27 
Exchequer 2% 1960 987 99 893 907; 917; 88} 91 i 
JaniO Sept 14 May 29. Feb 17 
Exchequer 3% 1960 103} 103} 93 943 9442 92} 94 13 
; JaniO Sept 7 May 29. Feb17 
Funding 24° 1956-61 99} 99? 86? 89 13 914% 8833 91 
Fan10 Sept 7 May 29. Mar 15 
Gross Redemption Yields 
1954 1955 —~ 7 1956 ——_—_—__, 
End Low High End Low High June 15 
% % % % % % % 
fed £CLedt £eodtt £084 2s 4 Cad £e a 
National War 
24% 1954-56... 2 76 2 611 53 4 419 3 4611 567 413 3 
Funding 
7% 1952-57 .. 211 4 21011 4116 4114 318.7 501 4 4 3 
Exchequer 
3% 1957 — — -— —- 41210 506 414 9 
Serial 
24% 1957 251 2311 492 491 422 «41810 4 610 
Conversion 
4% 1957-58 — — a 462456529 418 7 
Conversion 
2% 1958-59 3; $3 24:2 €97 3 62232 4 77 2 3 4 38 
War Loan 
3% 1955-59 217 6 217 0 417 4 413 3 477 #419 6 412 6 
Exchequer 
2° 1960 249 243 435 3 43121497 35$ 3 2 #888 
Exchequer 
3% 1960 27° 3 26 7 #0 t #92 44933 5 39 33 7 
Funding 
23% 1956-61 .. 212 7 21010 5 5 2 415 7 410 0 51 7 412 0 
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made. It has doubtless been assisted, for those that had held the 1954-56 
bonds, by the opportunities afforded by the Government broker, at times in 
recent months, for switches into the new 5 per cent stock. ‘The market’s 
holdings of the 1954-56 stock are now thought to be small. 

From this sketch of bond tactics it will be apparent that the contrasts 
shown by the latest annual accounts of the several houses are far from being 
mainly attributable, as they often have been in the past, to the differences 
in accounting dates. ‘The trend shown in the profit and loss accounts by 
comparison with the previous year has, admittedly, been profoundly affected 
by these differences, since four of the accounts included in the latest batch 
—those of the Big Three and of Gillett Bros—were the first to show even 
the effects of the rise in Bank rate to 45 per cent. The previous year’s 
accounts of each of these companies had announced record profits. In 
addition, Cater Brightwen, although accounting to April 5, had contrived 
to show a trifling increase in profit for 1954-55, in conformity with its past 
policy of keeping the published profit highly stable. In the latest period, 
therefore, the profit and loss accounts of each of these five companies have 
been violently transformed. ‘The severe declines shown in Table II do 
not, even so, disclose the full extent of the change. The high profits 
reported for the previous year were computed after transfers to inner 
reserves, whereas the latest ‘‘ balances for the year ’’—the term adopted by 
each of the Big Three, none of which refers to “ net profit ’»—are computed 
either after bringing in undisclosed sums from those reserves or, by Gillett 
and Cater, after charging realized losses on investments to those reserves. 

With the notable exception of the Union Discount, each of these houses 
applied the whole of the remainder of its inner reserves to writing down 
investments, and still did not get the book valuation down to the market 
value at the date of the accounts. None of the houses concerned elected 
to tap published reserves for the purpose of extinguishing the disclosed 
book deficiency. ‘Two of them, as the table on page 420 shows, could not 
have fully done so in any case: the National Discount’s disclosed depreciation 
exceeded its total reserves by £726,000 (21 per cent of the paid-up capital), 
while Alexanders showed an excess of £400,000 (15 per cent of capital). 
Both these companies marked the intensity of the strain by reducing their 
final dividends—meeting them by drafts upon the carry-forward. Among 
these five houses the Union Discount stood in heartening, if not splendid, 
isolation. It alone succeeded in writing its portfolio down to market value 
by drafts on inner reserves, and plainly had some residue of these still in hand; 
and it maintained its dividend while reducing its carry-forward only slightly. 

The accounts of the remaining five public companies made a much better 
showing than these first results from the market had led many people to 
fear. The relatively favourable impression was partly attributable to the 
fact that in these cases the whole phase of strain was divided between two 
financial years, so that the 1955 accounts had already shown sharp declines 
in profits. But these companies, unlike those reporting earlier, had to 
show the effects of the rise in Bank rate to 54 per cent; and three of them, 
together with Cater, were accounting so soon after it that even the bill 
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business could by that time scarcely have moved out of the red. ‘The 
three companies thus unluckily affected were Jessel ‘Toynbee, Smith St Aubyn 3 
and Allen, Harvey & Ross. In the circumstances, it is a matter for con- 
gratulation that only the first of these proved unable to get its portfolio 
down to market worth, after applying inner reserves to write down invest- 
ments and to reinforce the year’s ‘‘ balance ’’—but the disclosed depre- 
ciation amounted to no more than 1.4 per cent and was easily covered by 


TABLE III 
NET PROFITS AND EQUITY DIVIDENDS 





























distribution of 100%. 


|| For year to September 30, 1953. 


+ Bonus shares ranked for final dividend. 
t Bonus shares not ranking for dividend until following year; King & Shaxson 

1954 bonus made in form of 5% cum second pref shares. 
§ Capital reorganization to discharge reserve liability had the effect of a scrip 


Profit figures marked with an asterisk and italicized are not comparable with other 
years; they were computed after transfers of undisclosed amounts from contingency 


reserves or after charging realized investment losses to those reserves. 
Scrip bonuses are shown in brackets ; allowance must be made for these when comparing 
dividend rates from year to year. 
1953-54 1954-55 1955-56 
Years to dates as shown £ = a 
Union Discount .. 367,852 505,308 390,937* 
Dec 31 10% 123% 124% 
(2: 25)t 
National Discount 369,648 451,654 105,725* 
Dec 31 10% 12% 10% 
| (1: 3) 
Alexanders Discount 281,600 305,100 55,400* 
Dec 31 20+5% 123% 73% 
(1 : 1)8 
Cater, Brightwen.. 160,694 160,780 83,575* 
April 5 153% 15% 15% 
| (1: 4) 
Ryders Discount .. 209,558 79,801 102,806 
May 31 73% 74% 74% 
Gillett Bros. Discount 150,356 171,901 75,925* 
Fan 31 12% 124% 114% 
(1: 5) (1: 9t 
Smith, St Aubyn 167,419 49,745* 55,222° 
March 31 10% 10% 10% 
i: 
Jessel, Toynbee .. 115,918 73,793 32,765* 
March 31 10% 10% 10% 
Allen, Harvey & Ross 92,420)| 70,752* 80,518 
April 5 10% 10% 10% 
(1 : 6)} 
King & Shaxson .. 93,850 65,412 95,008 | 
April 30 124% 123% 124% " 
(2: At (2: At 











revenue reserves. All three houses maintained their dividends, and Allen, 
Harvey showed profits only moderately below those of two years before— 
after making a transfer to inner reserves. Smith St Aubyn, although 
showing another relatively low “ balance” after drawing on such reserves, 
stated that they were still “‘ substantial’. The remaining two houses, : 
accounting at end-April and end-May, had long enough to reap some 
benefit from the wide margins enjoyed on bill business after the rise in é 
Bank rate, as well as from the recovery that occurred in the bond market r I 
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after about mid-March. Both of them carried their bonds at market value 
and both showed a clear increase in profits after transfers to inner reserves. 
King & Shaxson actually showed a profit slightly exceeding the previous 
record, touched in 1954. It maintained its dividend rate on a capital 
increased by two-sevenths by the 1955 scrip bonus, remarking that to 
increase the rate would be inconsistent with the board’s “ inclinations and 
with a policy appropriate to times as uncertain as the present ”’. 

No other company makes any such promising statement as this, but the 
chairman of Allen, Harvey & Ross—who is again this year the chairman 
of the Discount Houses’ Association—remarks that the board feels that the 
company “is sufficiently equipped with working resources to take on a 
reasonable expansion in bill discounting”’. There is more in this remark 
than mere pride in achievement in a difficult year. It is a delicate allusion 
to a problem of market organization now exciting the keenest attention in 
Lombard Street—the problem of determining whether, and if so, how far, 


TABLE IV 
PORTFOLIOS AND CAPITAL, 1955-56 
(At varying balance-sheet dates, as in Table III) 


(£ mn) 
Published 
Capital Invest- Bills Total 

Resources ments Portfolio 
Union Discount Co of London, Ltd .. .. 8.878 64.15 197.91 262.06 
National Discount Co Ltd .. oe .. 5.968" 102.60 78.06 180.66 
Alexanders Discount Co Ltd ea .. 4.812* 53.48 79.27 132.75 
Cater, Brightwen & Co, Ltd a oo &808” 13.19 71.98 85.17 
Ryders Discount Co, Ltd... a i. Bee 14.11 47.08 61.19 
Gillett Bros Discount Co, Ltd - os eae 15.95 66.94 82.89 
Smith, St Aubyn & Co, Ltd - .. 1.704 14.35 63 .96 78.31 
Jessel, Toynbee & Co, Ltd .. ae .. 1.479 13.92 34.47 48 .39 
Allen, Harvey & Ross, Ltd .. ie .. 1.411 12.86 34.79 47.65 
King & Shaxson, Ltd .. oe - oo Sea 10.06 33 .04 43.10 





* Before adjustment for investment depreciation (excess of balance-sheet valuation over 
market value at date of accounts). See Table V. 


the market’s internal arrangements should be adjusted to take account of 
the new balance of forces that has resulted from this turbulent phase. 
Though it is from the differing experiences in bond business that the change 
in relative strengths has mainly come about, all houses are acutely aware 
of the current profitability of bill business. ‘Those smaller houses that 
have strengthened their relative position feel entitled to a correspondingly 
increased share in this, however satisfactorily they may contrive their bond 
operations. ‘Those bigger houses, on the other hand, that have suffered 
sharp strain look to the profits to be won from bills to replenish the denuded 
reserves; and yet a third type of house would be glad, after this experience of 
the dangers of bond-dealing, to shift the emphasis towards bills. 
Adjustments to meet such changing circumstances and differences of 
view would, of course, take place automatically if the market’s tendering for 
Treasury bills were completely free and fully competitive, both as to the 
amounts and rates of individual tenders. But, for so long as the market 
recognizes an obligation to ensure that the aggregate of its tenders each 
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week approximately covers the total of bills offered, some such arrangement 
as the present quota system that regulates the several tenders seems 
unavoidable. ‘The market as a whole would be reluctant to drop this 
system, for a variety of reasons; and it now can make a very telling retort 
to those who from time to time declare it to be “‘ monopolistic”’. It can 
point to the compelling force of “‘ outside ’’ competition, which in a number 
of phases in these eighteen months has reached a great intensity; instead of 
being, as often in the past, merely a salutary brake upon the market’s bill 
activities, it has become a governing factor. But if the development of 
these powerful forces, both within and without the market, is not providing 
the occasion for a dropping of the system of concerted tenders, it certainly 
does provide strong arguments for making it still more flexible. 

In any case, the market now faces the thorny question of how to adjust 
the individual basic quotas to the more than usually big changes that have 
cecurred in relative capital resources. ‘This is not a question that can readjly 
be decided by reference to those changes alone, since the market’s internal 


TABLE V 
DISCLOSED DEPRECIATION AND CAPITAL RESOURCES 
Excess Total 
Bonds Over Total Capital 
(£mn) at Book Market ‘‘ Revenue’’ Capital minus 
Value Value Reserves Resources Depreciation 
National Discount . . 102.60 3.40 2.34 5.96 2.73 
3.1% 
Alexanders .. “i 53.48 2.61 1.68 4.81 2.20 
4.9% 
Cater, Brightwen .. 13.19 0.36 0.51 2.76 2.40 
2.8% 
Gillett Ms sii 15.95 0.43 0.79 2.22 1.79 
2.7% 
Jessel “s ‘ 13.92 0.20 0.31 1.48 1.28 
1.4% 


arrangements must be in due alignment with the lending habits of the 
principal banks. Nor, of course, can the extent of the changes be gauged 
solely by the latest published accounts of the several houses—partly because 
the position has been significantly altered by the notable recovery in bond 
values in these past three months, and partly because only five of the ten 
balance sheets revealed the full extent of capital resources. The position 
disclosed by these houses—the five that showed investments above market 
value, after applying the whole of their inner reserves—does, however, 
deserve to be put on record. It is clearly shown in Table V. 

At least up to the dates of the accounts no significant realignment had 
occurred in the relative sizes of the several portfolios, nor had the aggregate 
portfolio been scaled down in proportion to the decline in aggregate “* true ”’ 
capital resources. At the crest of gilt-edged values in 1954 the resources 
of the twelve discount houses had probably stood at not less than {45 
millions; at the worst point this year they probably did not exceed £30 
millions. Yet the portfolios of bills and bonds of the ten public companies 
at their several accounting dates aggregated only £52 millions less than in 
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1954-55, at £1,022 millions. The bond portfolio had, it is true, declined 
by £53 millions, to £315 millions, but appreciably more than half of this 
change was due to a steep decline in the holdings of the Union Discount 
—and the whole movement was no more than might have been expected 
to result, in conditions such as those of 1955, from the maturing of the 
1955 Serial Funding stock. ‘The bond portfolio of the National Discount, 
most surprisingly in all the circumstances, increased by {£14 millions, to 
no less than £1024 millions. Almost one-third of this was in the 1954-56 
bonds, but, even excluding these, the ratio shown to capital resources after 
adjustment for depreciation was extremely high. Almost every other house 
reduced its bond book, though only Gillett and Cater made substantial 
reductions (but several of the others had done so in the previous year). 

The bill portfolio was in the aggregate virtually unchanged, at £708 
millions, but the National Discount more than offset its intake of bonds 



































TABLE VI 
LONDON DISCOUNT HOUSES—COMBINED BALANCE SHEET, 
1951-56* 
({mn) 
1951-52 1952-53 1953-54 1954-55 1955-56 
Published Capital Resourcest 30.1 30.6 31.7 aa.9 32.8 
Bills 683.5 757.4 682.9 706.8 707.5 
Bonds 304.0 295.3 368 . 4 367 .4 314.7 
Total Portfolio 987.5 1052.7 1051.3 1074.2 1022.2 
Re-discounts. . di 127.4 60.0 76.0 101.3 96.0 
Loans and Deposits. . 973 .4 1034.4 1047.4 1071.8 1010.7 


* 'Ten houses, i.e. excluding Seccombe, Marshall & Campion, Ltd, and Clive Discount 
Co, Ltd, no accounts for which are published. Balance sheet dates for the ten companies, 
as shown in Table III, range in the three latest periods from December 31 to the following 
May 31 (and from September 30 in the first two periods). 


+ The customary calculation of ratios of published capital to portfolios and liabilities has 
been omitted from this year’s analysis because of the distortion caused in this latest year 
by investment depreciation. ‘‘ Uncovered ”’ depreciation shown by five houses at the date 
of their accounts totalled £6.9 millions, after full utilization of inner reserves. If the 
capital resources as published were abated by this amount, the aggregate for the ten houses 
would be £25.9 millions. 


by cutting down its bill book to the equivalent of only three-quarters of the 
bonds. ‘The houses that had most clearly gone into bills at the expense 
of bonds were the Union (bills up by £24 millions) and Gillett (up by £134 
millions). One other house, King & Shaxson, increased its bills even 
more sharply, from £26 to £33 millions, so that the total book expanded by 
15 per cent. Gillett also increased its total book, to a size exceeded by only 
four other houses, the Big ‘Three and Cater—but the combined holdings of 
those four had dropped by £60 millions, or over 8 per cent. 

Now, at mid-1956, the market’s total books are certainly considerably 
smaller than the aggregate for the ten public companies at their several 
accounting dates. The bond total has probably not been significantly 
altered, but in bills there has been an appreciable decline. ‘This is partly 
a reflection of the seasonal contraction of the supply of tender bills, but it 
also reflects the sharp intensification of outside competition that followed 
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the rise in Bank rate and the forcing of the bill rate above the “ magic ”’ 
figure of 5 per cent; that is increasingly attracting private investors as well 
as industrial and institutional ones. Even so, the total bill holding of the 
twelve houses, which may be estimated now at around {£600 millions, is 
certainly somewhat above that of mid-1955, then estimated at £550 millions 
or less—which was the lowest mid-year estimate since the war. ‘The total 
bond holding may be guessed now at about £325 millions, or at perhaps 
£50 millions less than at this time last year. On this basis, the combined 
holding of some £925 millions would show little net change over the year. 

Three years ago, before the phase when bullishness about sterling was 
causing foreign funds to seek bills in London, the market’s bill portfolios 
totalled some £775 millions, and at their peak in 1951 they probably reached 


TABLE VII 
MARKET TURNOVER OF TREASURY BILLS* 
Total Market Allotmentt Market’s 
Allotted Actual %, of Total Weekly Average 
{mn {mn Allotments {mn 
1951 é. I 3190 ) 1842 ) 57.7 ) 142 ) 
II 3220 | } 1705 { 2o4- 52.9 cc , 131 | 
11 ©: 3240 7 12,280 Cd ee $6.1 7>>°° 149 713! 
IV 2630 1463 55.6. 113 
1952 - I 2380 ) 1281 ) 53.8 ) 99 | 
I] 2910 | 1756 | p04 60.3 ico, 135 | 
m |Ullee 1987 7574 SF aii mao 
IV 3070 1853 | 60.4, 143 
1953 - I 2830 ) 1568 ) 55.4 ) 121 } 
II 3170 | 1722 | 54.3 (<4 «= 132 | 
111 3480 7 12,620 1919 70880 mar 148 (499 
IV 3140 1671 53.2 129 
1954... I 3130 } 1612 ) 51.5 ) 124 ) 
II 3280 - 1688 | ,- 51.52, = 130 | 
Hi 3349 713.170 1752 76786 TT he me 
IV 3420 1734 | 50.7 | 133 
1955 sie I 3190 } 1692 ) 53.0 ) 130 ) 
II 3210 | : 1583 | -<,5 99.316, 2 122 | 
mr = $3770 7 !3,660$ = 49997 7 79928 586 74 - 15 ¢ 14! 
IV 3490 | 2020 | 57.9 155 ) 
1956... I 3240 1581 48.8 122 
II 2990 1550 51.9 129 
* Periods relate to dates of tenders, not of payments, for bills. The first of each pair of 
columns gives quarterly figures, the second gives annual. + Estimated. 
t Fourteen weeks. § Fifty-three weeks. Twelve weeks only. 


£850 millions. ‘The difference between these figures and the present £600 
millions affords some guide to the fierceness of the competition with which 
the market now has to contend, since the total effective supply of tender 
Treasury bills, though smaller now than at mid-1951 (when, it should be 
recalled, the requirements of some sterling area monetary authorities were 
still being supplied through the tap), is somewhat larger than at mid-1953. 
Over the past three years, moreover, there has been a perceptible re-expansion 
of the supply of commercial paper, which in the past twelve months or so 
has actually been stimulated by the squeeze on bank advances, because of 
the inducement to borrowers to take up unutilized lines of acceptance 
credits. Even more obviously, there has been an inducement to expand 
trade paper. Unfortunately, no estimates are available of the total volume 
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of commercial paper, which of course includes agencies and domiciles as 
well as prime bank and trade bills. A rough guess at the volume of prime 
bank paper in the London market as a whole puts it now at around £125 
millions, or at approximately mid-way between the post-war peak reached in 
1951 and the low point of the subsequent decline. 

The intensity of the demand for bills is, of course, not only pressing 
upon the supply available to the market but is also tending to bring down 
its working margins. When Bank rate rose by 1 per cent in February, the 
market sought to recoup the resultant losses by raising its tender rate by 
appreciably more than that, to 53 per cent, and by trying to enforce an 
abnormal dealing margin by refusing to resell at rates above 5 per cent. 
It held this selling rate more or less successfully for several weeks, but only 
at the cost of a decline in its allotments of bills in spite of a reduction of 
the tender rate to a little over 5% per cent. Competition then accelerated 
the decline in rates, so that throughout May the tender basis was only a 
shade over 443 per cent, and despite a recovery to over 5 per cent since 
then, the resale margin on hot bills has been squeezed to } per cent at best 
and to much less than that at times of sharp money stringency. ‘The Bank 
of England has held the credit rein sufficiently tight to keep one or more 
of the twelve houses “‘ in the Bank ”’ for modest amounts most of the time, 
but it has not administered any severe jolt for many months. In the 
market, charges for new money have quite frequently ranged up to 5 per 
cent, with the clearing banks’ renewal rate for variable money at } or $ per 
cent less. But those banks’ “ regular’? money, which represents about 
two-thirds of their lendings, still runs at 1? per cent below Bank rate 
(1 per cent above the seven-day deposit rate), with the result that the 
market’s average money costs do not exceed 4} per cent. 

The margin on bills in portfolio is therefore still a handsome one, and 
is somewhat better than at this time last year. But most houses, as has 
been shown, stand in sore need of replenishment of their resources, and 
some of them are still handicapped by bond holdings that return less than 
the cost of financing them. ‘Those that suffered most sharply have the 
slender consolation that realized losses on bonds that could not be fully 
charged for tax purposes in the last accounting period will rank as a charge 
this year, which should help them to rebuild reserves. ‘The clear lesson of 
this past year is, indeed, that bond dealing in conditions of flexible money 
cannot satisfactorily be conducted on the principles that became general 
before 1951. Either the ratios of capital to bonds must be substantially 
higher than formerly, or the portfolios must be kept much shorter; and if 
the available supply of very short bonds is small, the portfolios must like- 
wise be kept small unless capital resources can be augmented. Lombard 
Street still has a duty to provide an adequate jobbing mechanism in the 
bond market. If it fulfils that function no one should grudge it the good 
margins it at present enjoys from bills. But its first duty is to plough a goodly 
proportion of those margins, and of the profits it may reap from prudent 
bond dealing, back into the reserves that are the indispensable basis for such 


dealing. W. T.C. K. 
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India on the Move 


The survey below highlights the main of Indian investors by certain aspects 
projects in India’s new phase of plan- of Indian official policy. In an ensuing 
ned industrial expansion. It sets out article, Dr T. Balogh makes a per- fe 
the details of external assistance—and _ sonal re-assessment of the second five b 
points to the doubts ratsed in the minds year plan as now revised.—EDITOR. = 








































By T. H. H. SKEET 


NDIA, with its population of 360 millions expanding at an annual rate of ; 

about 44 millions, plans to raise its national income by 25 per cent in 

the period of its second five year plan, 1955-60. ‘The task is the more | 

formidable on account of the widespread illiteracy and the shortage of : 
technologists; but in the face of the example of China, the country’s leaders 
cannot afford a plan of any less ambition. The West has a vital interest in 
India’s attempt to raise its productive power and living standards, and is 
making a substantial contribution to its achievement. In recent months, 
however, a dramatic challenge to that contribution has been made by Russia 
and other Communist countries. 

Between mid-1948 and the end of 1953, Britain invested in India ten 
times as much as any other country. Its net investment in that period was 
over £80 millions. In addition, sterling balances have been released to 
India, Pakistan and Ceylon at the rate of £42 millions a year, of which by 
far the greater part has gone to India. At the end of 1955 India’s balances 
amounted to £550 millions; drawings in the next five years are expected to 
reach about £150 millions. A recent report of the Reserve Bank of India 
revealed that, at end-1953, Britain’s total capital stake in India stood far 
above that of any other country—at 34 billion rupees (£260 millions), : 
compared with total investments held by the United States, thé nearest . 
rival, of £23 millions. According to a Government Yellow Paper, total 
foreign aid and loans during the five years to end-March 1956 amounted to : 
£225 millions; of this, some £121 millions comprised assistance from the 
United States. 

The obligations of the West have not been diminished by Indian inde- 
pendence—the ideological conflict between East and West has seen to that. 
In recent months, the race to demonstrate the superiority of the respective 
systems has begun in earnest. Private firms in the West are anxiously explor- | 
ing the trading opportunities that are likely to result in a few years from the 
substantial capital investments now being made; at present, however, it s 
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is in this primary task of laying the foundations of an industrial economy that 
India is now obtaining the simultaneous and competitive aid of the West 
and the Communist bloc. 

While the Communist powers have only recently made their dramatic 
entry into this attractive field for their economic penetration, the contribution 
of the West has already been considerable. A key réle has been played by the 
International Bank for Reconstruction and Development, which has advanced 
around $140 millions to India since August 1949. The impressive list of 
individual loans is presented below. India should benefit too from the 
establishment of the International Finance Corporation, the proposed afhliate 
of the World Bank, which will be able to lend directly to private industry 
without governmental guarantee. The United States has put up $35 millions 
for the new body, and Britain $14 millions; the corporation is expected to 
come into being this year. 

The growth of private investment is being fostered also by a special 
internal institution, the Industrial Credit and Investment Corporation, in 


LOANS TO INDIA BY WORLD BANK 


Loans to Indian Government: 


Date Purpose Amount Interest 
$ mn % 
1949 August Railway rehabilitation .. ia - a. 4 + 
September Agricultural development “i a a 34 
1950 April Electric power .. .. 18} 4 
1953 January Electric power, flood control and irrigation “ 193 45 


Loans Guaranteed by Indian Government: 
1952 December ‘To Indian Iron and Steel Co for expansion 





of production - <a ‘4 .- 2 4} 
1954 November ‘To Tata Hydro, Andhra and Tata Power Co 

for electric power development 16 4} 
1955 March To Industrial Credit and Investment Cor- 

poration of India for foreign exchange for 

development of private industry... 10 43 
1956 June To Tata Iron and Steel Co for expansion of 

production... i” 4 ~ ae 4} 

Total value of loans... - sa .. 2145 


support of which the World Bank made a loan of $10 millions. Further 
amounts were made available, in the form of subscriptions to initial capital, 
by financial institutions in Britain and, to a less extent, by American banks 
and corporations. Britain’s contribution, which provides in total 20 per cent 
of the share capital, comes from four sources: the Eastern exchange banks, a 
group of insurance companies, several industrial firms, and the Common- 
wealth Development Finance Company. Further, Britain has provided the 
general manager of the corporation, Mr P. S. Beale, formerly the chief cashier 
of the Bank of England. The corporation’s main task is to channel funds 
into the secondary industries that are expected to figure most prominently 
in the current phase of India’s economic expansion. 

The authors of the second five year plan aim to effect a staggering increase 
in India’s industrial capacity. The biggest effort of all is to be concentrated 
in the steel industry. The country’s existing capacity of output of finished 
steel is 1.3 million tons; by 1960, the authorities envisage a capacity of 


425 































43 million tons. ‘This can be achieved only with foreign help—in both cash 
and technicians. It seems that about three-fifths of the cost of any scheme 
has to be provided in foreign currency. 

In the Indian steel rush, the West has assumed a leading role—but not an 
exclusive one. ‘The projects approved, and in some cases under way, comprise 
the following: 

(1) Expansion schemes covering the existing producers, namely, the Tata Iron 
and Steel Co, the Indian Iron and Steel Co and the Mysore Iron and Steel Works. 
The companies have secured considerable finance from external sources, includ- 
ing the World Bank. 

(2) A new steel plant at Durgapur (West Bengal) to be constructed by a consor- 
tium of United Kingdom firms, to a capacity of one million tons. Investment 
outlays will be in the region of £50 millions for imported plant and equipment. 
Of this, £15 millions is to be provided by the UK Government, at the rate of 
interest at which it-can itself borrow in the London market; a further £114 
millions will be advanced by a syndicate of British banks, at 1 per cent above the 
current London Bank rate; and the balance will be provided by releases from 
India’s sterling balances. ‘The cost incurred in [Indian currency for erection, 
engineering works and so forth will be a further £30 millions; this will be financed 
from local resources. ‘The consortium, incorporated as the Indian Steelworks 
Construction Co, will erect the works under the supervision of the consulting 
engineers of the Indian Government. 

(3) A new steel plant at Rourkela (250 miles west of Calcutta), of similar capacity, 
to be erected by the Krupp Demag concern, and financed by the Indian Govern- 
ment in conjunction with several West German firms. ‘The first payment will be 
made on delivery and the balance over two years. 

(4) A new steel plant at Bhilai (Central India) to be built by the Soviet Union. 
‘The capacity is rather under a million tons. ‘The cost is about £824 millions. Payment 
will be in twelve annual instalments; interest on the credit will be at 24 per cent. 

The extra steel is urgently needed. At present, domestic demand is running 
at about 33 million tons a year, necessitating substantial imports—from 
Western Germany, Belgium, Russia, China and Poland. 

Another embarrassing shortage is that of cement. Present capacity is just 
under 5 million tons and the shortfall below demand is likely to remain 
considerable until next year, when home capacity is expected to be raised 
to 74 million tons. Meanwhile, approximately 400,000 tons will have to be 
imported from several European countries, including Poland, Russia and 
Rumania. In part exchange for the cement deliveries, India proposes to 
supply 200,000 tons of iron ore to Poland in 1957 and 1958. By 1960-61, 
the Planning Commission envisages cement output of 12 million tons. 
However, this already appears inadequate, and output may have to be 
raised at least 16 million tons if the demands of the building programme 
are to be fulfilled. 

Aluminium production has also been selected for unusually rapid expan- 
sion. Demand is expected to rise from its present level of approximately 
7,000 tons a year to 30,000 tons by 1960. The most notable contribution to 
the required expansion of capacity is being made by the Indian Aluminium 
Company, which is at present constructing a new factory at Hirakud, in 
Orissa, that will have an annual output of 10,000 tons. Financial aid for the 
project is being granted by Aluminium Ltd of Montreal. 

These schemes are merely the most spectacular of the planned projects. 
The second five year plan envisages an advance on nearly all fronts. Every 
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attempt is being made to enlist technical aid and guidance. Much use 
is being made of the services of British firms for this purpose. For example, 
the Indian government has engaged Associated Electrical Industries as 
consultants to design the layout of complete heavy electrical plant to meet the 
requirements of hydro-electrical schemes; English Electric, in turn, has been 
appointed subsidiary consultant in connection with the manufacture of 
hydraulic turbines and associated equipment; the Indian Atomic Energy 
Authority has invited Costain John Brown to submit plans for the develop- 
ment of heavy water plant and the construction of a fertilizer works; and 
in the chemical sector, Imperial Chemical Industries is already building a 
plant to the value of £2} millions for the manufacture of polythene. 


Search for Oil 


As a result of a recent survey, India has decided to devote substantial 
sums to a search for oil. In this sector of the Indian economy, as in steel, the 
economic battle between the Communist bloc and the West has already been 
actively joined. It was the report of a team of Russian experts on the general 
mineral resources of India that induced the Indian Government to earmark 
{£20 millions for expenditure in the near future on exploration for oil in 
Jaisaimer (Rajasthan), Jawalamukhi (North Punjab), Uttar Pradesh (the 
Gangetic Plain), the Punjab, and in West Bengal. Moreover, the Indian 
authorities have placed orders for the purchase of drilling rigs with Rumania, 
and recently also with Russia, and they have invited the services of tech- 
nicians from these countries to operate the equipment. At present, the only 
remunerative oil fields in production are two in north-east Assam, where the 
concessions are held by the Assam Oil Co (a subsidiary of the Burmah Oil- 
Shell Group). ‘The wells show considerable promise but the yield covers 
only a fraction of India’s requirements. Active exploration is being under- 
taken by the Assam Company, and also in concessions in West Bengal held 
by the Standard Vacuum Group, an American concern. 

The Minister of National Resources, Mr K. D. Malaviya, has hinted at 
the likelihood of gradual annexation of oil interests by the State. In the mean- 
time, however, the Indian government seeks the active association of Western 
oil companies—though on terms that are hardly attractive to the exploration 
companies, who may be required to risk millions of pounds on prospecting 
without the certain prospect of positive results. 

The mineral survey by Soviet experts has been followed up by Russia 
in another way: it has offered technical assistance for the development of the 
coal industry. Offers have also been received from the West, and drilling 
rigs are about to be purchased from the United Kingdom and other Western 
countries as well as from the Soviet bloc. 

Several incalculable factors, however, remain to worry even the most 
enthusiastic of India’s friends in the West. Above all—where is the economy 
going ? The avowed goal towards which the Planning Commission is working 
during the second five years is a “socialist pattern of society’’, with emphasis 
on social gain rather than private profit, and the reduction of inequalities in 
income and wealth. Immediate manifestation of this is shown by the proposals 
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to add to the burdens of company taxation. It has been suggested that in 
addition to ordinary super-tax, which is being raised to 91.9 per cent on 
incomes above 150,000 rupees, there should be super-tax at a graduated rate 
on dividends above 6 per cent and a tax on bonus issues—suggestions that 
can hardly be attractive to overseas investors. Mr Nehru has repeatedly 
stated that India desires, and will make a place for, private as well as public 
capital; but the projected sphere of influence of the private sector has been 
considerably reduced. 

Recently, the Indian Government has made two major incursions into the 
commercial field. The first has been to establish two State-owned shipping 
corporations (one to control coastal traffic, the other overseas shipping). 
Under a recent Indc-Soviet Agreement, a regular shipping service is to be 
provided between Calcutta and Bombay and several Black Sea ports, and the 
agreement is reported to extend reciprocal preferential treatment in several 
forms. Secondly, the government has nationalized life insurance in India.* 
An openly declared aim of this move is to channel contractual savings into 
the finance of the public development programme. Hitherto, private firms 
have secured considerable funds from the life companies. 

The direct participation of the State has been especially marked in the 
mineral sector—even excluding oil. The diamond mines at Vindhya Pradesh 
have been scheduled for annexation; the reason given was the importance 
attached to the production of industrial diamonds and the imperative need 
for immediate expansion of output. A copper mine in Rajasthan is to be 
taken over, and all further development of the copper industry will be 
conducted by the State; a mine in Bihar is given a temporary reprieve. 

Finally, and most disturbing, the Government has accepted proposals by 
a cabinet committee under the guidance of Mr Gulzarilal Nanda, an 
economist, and Professor P. C. Mahalanobis, the statistical adviser to the 
Cabinet, for the transfer to the public sector of heavy industry, mining and 
selective non-ferrous metals including aluminium. A high level resolution in 
1948 arranged industry in three groupings :— 


(1) The public sector, in which development was to be conducted 
exclusively by the State. ‘This comprised coal, iron and steel, aircraft 
manufacture, shipbuilding, mineral oils, and manufacture of telegraph and 
radio equipment. 

(2) An intermediate sector, subject to control and regulation by the State. 

(3) The private sector, in which alone private enterprise was to be given 
a free hand. 

In the spring of this year, however, the cabinet committee recommended a 
revision of the list; and at the end of April the Government accepted and 
gave effect to the revision. ‘The public sector is considerably extended to 
include: arms and ammunition, atomic energy, heavy castings and forgings, 
heavy plant required for iron and steel production, heavy electrical plant and 
equipment, copper, zinc, lead, tin, molybdenum, wolfram and “ transport”’. 
Further, the mixed sector is expanded to enable the State, if it so desires, to 





* This was reported in detail in the March issue of The Banker (p 130)—epiTor. 
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enter into wider competition with private enterprise. To some extent, the 
Government appears to have spread the range of its activities principally for 
the reason that it finds itself as the only source of finance for development. 
The debate on the principles of the range of State ownership and control 1s 
still far from settled. To suggest that the State will departmentalize industry 
or convert it into State holdings is, perhaps, to read too much into the 
present plans and declarations. Evidently, there is an urgent necessity for 
the Government to clarify its views. 





The Plan under Scrutiny 


By T. BALOGH 


FTER a long period of gestation the second Indian five year plan 

has been drawn up in its final form and submitted to Parliament 

—six weeks after its nominal commencement on April 1, 1956. 

It reveals significant differences from the original “ plan-frame ”’ 

of Professor Mahalanobis, which was discussed in an earlier article.* The 
plan for investment in the public sector, in its preliminary and revised 
forms, is summarized in Table I. It will be seen that total public investment 
in 1956-60 is now planned to be more than double the level in 1951-56— 
at Rs 48 billions, against a preliminary target of Rs 43 billions. In 
addition, investment in the private sector, which was around Rs 16 billions 
in the period of the first plan and was scheduled in the first drafts of the 
second plan to increase to Rs 22 billions, is now to be stepped up by 
5() per cent, to bring total private investment in 1956-60 to Rs 24 billions. 

The most important revision in the public investment programme, as 
Table I shows, is for investment in transport and communications—now 
scheduled to increase to two and a half times its level in 1951-56, to Rs 13.84 
billions or almost 30 per cent of total public sector investment. Of this, 
the lion’s share (Rs 9 billions of the total, which represents an increase of 
Rs 6.32 billions) is to go to the railways. ‘The provisions for construction and 
social services have also been significantly stepped up, by just over a quarter, 
from the original figure of Rs 7.5 billions to Rs 9.46 billions. However, 
not all the revisions have been upward; the main cuts are in investment in 
power and industry. 

The effect of these changes is to strengthen the general impressions 
created by the first sketch of the plan made last year. ‘The strains on India’s 
economy will be increased not only by the further expansion in the total 
volume of investment but also by the amendments in its allocation. The 





* “* India’s Second Five Year Plan’’, in The Banker of August, 1955. 
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main increases are in long-term investment unlikely to yield much immediate 
return, such as that in the railways, other transport and construction; 
whilst the increases in allocations to industry have been revised downward 
substantially. These changes, admittedly, will help the Government in 
one of its main tasks, that of providing employment for the millions of 
unemployed and under-employed. Increased outlays on railways and con- 
struction can be made without calling forth the purchase of elaborate 
machines, the import of which would burden the balance of payments. 
Such public works, moreover, will increase the income of the lowest wage 
earners and thus increase demand for food-grains, which are relatively 


TABLE I 
INVESTMENT IN THE PUBLIC SECTOR 
Second Plan, 1956-60 
First Plan, Original Basis Revised Basis 





1951-56 Rs billions* 

Agriculture and community development, 
including irrigation and flood control 7.67 9.50 10.23 
Power - — a 2.66 4.50 4.40 
Transport and communications 5.56 9.50 13.84 
Industry and minerals. . Ss 1.79 11.00 8.91 
Construction and social services 5.47 7.50 9.46 
Miscellaneous .. 0.41 1.00 1.16 
Total .. a vis 23.56 43 .00 48.00 


* One billion rupees equivalent to £75 millions at official rate of exchange. 


abundant—the severe fall, by almost 10 per cent, in Indian food prices in 
1954-55, caused considerable distress in rural areas. Thus this re-channelling 
of investment could in this way dampen an otherwise potentially dangerous 
inflationary pressure on resources. On the other hand, investment in 
agriculture seems inadequate, even if account is taken of the large part of 
the investment in “‘ power ”’ that will increase irrigation. Under the revised 
plan, agricultural investment, at Rs 10.23 billions for the five years, has 
fallen from 16 to 12 per cent of the total planned. Yet at least part of the 
spectacular advances that have been made in food and agricultural raw 
material production in recent years has been due to an unusually long 
series of favourable monsoons. No doubt the very backwardness of Indian 
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agriculture assures a tremendous scope for improvement without huge 
capital outlays. But it is difficult to see how, for instance, the proposed 
expansion of community development and agricultural extension schemes to 
cover 325 million people instead of only 80 millions is to be achieved by 
an increase of expenditures from Rs 900 millions to Rs 2,000 millions. 

On balance, unquestionably, the alterations introduced into the plan 
since last year increase the need for conservatism in estimating the pros- 
pective increase in real national output—and, correspondingly, enhance the 
doubts about the possibilities of financing the proposed development 
from internal sources. ‘The plan as published is rather equivocal about the 
means of finance. ‘The official estimates, reproduced in Table II, leave no 
less than Rs 24 billions—just 50 per cent of total financial needs— 
uncovered from domestic sources. Foreign aid for the five years as a whole 
is estimated at Rs 8 billions (equivalent to roughly £600 millions), but the 
cumulative deficit in the balance of payments is now put at Rs 11.2 billions, 
compared with last year’s estimate of Rs 10 billions. The verdict of my 
earlier article on last year’s version of the plan was that “ this calculation 
makes no provision for the possibility of bad monsoons for a decrease in 
exportable supplies as a result of an increase in the consumption of the 
peasants or for worsening of the terms of trade. ‘The more probable amount 
that will eventually need to be raised may be rather nearer to Rs 12-16 
billions, or £900-1,200 millions”’. While the present estimate of the deficit 
seems somewhat more realistic than the first, the substance of the original 
criticism remains. 

The amount to be found from domestic sources, if foreign aid reaches 
the planned total, will still be no less than Rs 16 billions. Deficit finance in a 
country such as India, in which the monetary economy is still at an early 
stage of development in the large rural sector, has in principle considerable 
scope. But with a total monetary circulation of Rs 21.25 billions the addition 
of as large an amount as that envisaged over five years would be fraught 
with danger, even if the traders and others in India were not as apprehensive 
as they are. The system of direct controls instituted during the war has 
been largely disbanded (not the least as a result of the influence of Professor 
Mahalanobis). The reluctance of the Indian Civil Service (as of Britain’s) 
to operate direct controls and discriminatory planning presents a further 
important obstacle to the use of such restraints to mitigate the effects of 
inflation. Very little has been done to limit the premature growth of demand 
for Western type consumer goods, which is bound to occur if, for example, 
electrification is not confined to industrial use. A much firmer financial 
basis must therefore be found for a larger portion of the development outlays 
if monetary stability is to be assured. Yet, as we shall see, such a firm basis 
will not. be easy to find. 

Nor is this all. The plan foresees not merely a sharp expansion in domestic 
private investment but also a decisive stepping up of private investment by 
foreign enterprises. The gap in foreign payments is all but Rs 4 billions, 
even on the assumption that governmental help to the tune of Rs 8 billions 
can be secured. Of this only Rs 2 billions can be met from drawings on 
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accumulated sterling balances. The remaining sum of just under Rs 2 
billions is to be covered from the foreign exchange proceeds of private direct 
investment and credits already granted but unused. Thus no sharp increase 
in taxes falling on foreign interests can be contemplated. Indeed, it is 
difficult to square the desire for this high rate of foreign direct investment with 
the nationalization measures already announced or still under discussion. 

The decision to entrust the main task of industrial development to public 
enterprise is certainly justified. Indian domestic entrepreneurship has 
undoubtedly shown itself deficient in initiative. Nor can one criticize the 
decision to confine the expansion of large-scale enterprise even in the private 
sector mainly to the heavy industries, limiting the growth of consumer goods. 
The premature displacement of millions of handicraft workers at this stage 
would invite political disaster. Moreover, there is some hope that significant 
technical progress will at last be achieved in the production of capital equip- 
ment for the small-scale industries (such as small power looms), and that 
this will make them competitive at least in a limited number of fields. 


TABLE II 


PROJECTED FINANCING OF SECOND FIVE YEAR PLAN 
Rs billions 





Surplus from Current Revenues: 
At existing rates of taxation oe aa isa ‘es we — 
Additional taxation os ‘a .. 4.50 
—— 8.00 
Borrow ings from the public: 
Market loans a as = ial - ‘ Sa a» | eae 
Small savings 5.00 
12.00 
Other budgetary sources: 
Contribution of railways to development programme 1.50 
Provident funds and other deposits i - - ei 
—— 4.00 
External assistance es a ya ‘+ Ka sa “a re 8.00 
Deficit financing .. ea “s fe i ne aa ia 12.00 
Uncovered gap , es - lea et ‘i +4 i 4.00 
48.00 


Total requirements 


But however reasonable these basic principles underlying the five year 
plan for the private sector may be, the means of putting them into effect seem 
to be lacking. The biggest profits will arise in the spheres where no expansion 
is to be permitted, while little provision has been made to channel capital 
towards those whose growth is deemed essential. Thus a drastic strengthen- 
ing needs to be made in both the available financial resources as a whole and 
in control over investment, to direct finance into the planned channels. 

It is not impossible to take a more hopeful view. There can be little doubt 
that in India the high rates of taxation—super-tax at the margin 1s 92 per 
cent—have resulted in tax evasion. A memorandum of the Gokhala Institute 
put the sums lost through tax avoidance and evasion at some Rs 650-750 
millions; more recently it has been suggested that this figure might be nearer 
to Rs 2-3 billions. The Central Board of Revenue puts undeclared income 
alone at Rs 1.6-1.7 billions. Losses on this scale might considerably affect 
the finance of the plan. The much sought answer to India’s supreme 
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problem, that of devising a successful technique of planning through demo- 
cratic means, appears to demand in the first instance a radical tax reform. 

Two particular circumstances are likely to prevent direct tax reform from 
providing the panacea. Increases in taxation will hamper the attempts to 
stimulate private investment; the effect of higher rates may be to cut savings 
and investment, rather than consumption outlays. Secondly, even a cut in 
private consumption expenditure as such will not, in Indian conditions, 
necessarily produce the desired results. A large part of this expenditure is 
devoted to servants or goods produced by handicraft. A non-discriminating 
cut in expenditure might, in fact, easily result in increased unemployment 
rather than increased investment. Direct prohibition of certain imports 
(such as motor cars and other durable consumer goods) and crushing excise 
taxes on purchases of various other goods embodying scarce resources 
might be far more effective and preferable curbs to a system of penal direct 
taxation, however skilfully devised. Moreover, administration of such a 
system would involve disproportionate demands on skilled personnel and 
effort, which India can not easily spare for the purpose. It would be a 
mistake to assume that tax-avoidance or evasion can be eradicated by legis- 
lation. And less harm to entrepreneurial confidence might actually be done 
by a limited extension of public ownership to industries likely to benefit most 
from increases in income, such as the sugar industry. 

What is the lesson to be learnt for the West—remembering that from a 
political point of view even the present, increased, plan might be said to be 
still too small rather than too large, and that even a minor reduction of the 
present plan would bring India into the political danger zone? The British 
and American Governments and financial circles no doubt dislike the trend 
towards national ownership and a “ socialist pattern of society”’. But 
Congress and even Indian entrepreneurs cannot neglect the terrible fate of 
the Chinese Nationalist Government, and any setback they might experience 
will drive them towards a totalitarian solution. Whatever the feelings of 
the West about Indian policy, it must back that policy lest much worse befall. 

Fortunately the West should not find it difficult to furnish help. The 
commodities that India needs most to prevent an increase in investment and 
income from leading to a monetary breakdown are the goods that are in 
heavy surplus in the United States—sugar, butter, cotton, wheat and 
rice. An acceleration of the rate of aid could effectively and easily squash any 
crisis in India and restore confidence. It would also tend to destroy the 
basis of any agitation for more extreme measures. Britain itself, in its present 
economic predicament, can do little to increase the limited help to which it 
has committed itself—principally the long term credit for the erection of a 
large steel works, and further releases of sterling balances. It is to be hoped, 
however, that part of any improvement in the balance of payments will be 
earmarked for India’s benefit. It is equally important that this country 
should take a much more positive attitude in providing technical help. The 
most ominous danger is that India and the West each in its turn and for 
different motives will underestimate the urgency and the extent of the 
external help that India needs. 
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Why Rising Output is 
Inflationary 


By PAUL EINZIG 


ARADOXICAL as it may sound, an expansion in production tends 

to cause not a fall in prices, as is generally believed, but a rise. It 

is the inherently inflationary character of expanding production that 

explains, to some extent at any rate; the world-wide upward trend of 
prices that has been proceeding since the war. The reason why increasing 
production is inflationary is that there is a time lag between the increase in 
incomes generated by the payment for the additional production and the 
appearance on the market of the additional output. More money is paid 
out to potential consumers long before the additional goods become available. 
A prolonged increase in production involves a continuous series of such 
inflationary time lags, during which the additional goods are in the pipeline 
while the additional incomes are actually being spent. Of course, an 
increase in income generated by an increase in output is less inflationary 
than an increase in income unaccompanied by an increase in output, but 
it is inflationary all the same. ‘To the extent to which the increase in the 
output involves an increase in the aggregate (not average) cost of production, 
and to the extent that it is not accompanied by a corresponding increase in 
intended saving, it tends to cause a rise in prices. 

In so far as an expansion of production necessitates additional investment 
in fixed capital assets in excess of intended saving, its inflationary effects 
have been very fully explored in Keynesian economics. Keynes himself 
included under “‘investment’’ not only the production of capital goods 
(fixed assets) “‘ but also the increase in the amount of the goods in the 
pipeline (working capital) ’’, and inventories of finished goods (*‘ liquid 
capital ’’);* but most economists analyzing the effects of investment on the 
price level are concerned only with fixed capital. The object of the present 
article is to draw attention to the inflationary character of investment 
in the form of an increase in the amount of goods in the pipeline. 

Both forms of investment—in fixed assets and in working capital— 
produce the same kind of time-lag effect. They inject additional purchasing 
power into the economy that is not matched simultaneously by an increase 
in output. Obviously the interval is shorter for investment in working 


* J. M. Keynes, A Treatise on Money, Vol I, pp 128-9; Vol II, p 116; The General 
Theory of Employment, Interest and Money, p 75. 
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capital, but the difference is one of degree only. Even if the expansion in 
production can be effected with the aid of existing equipment, so that it 
does not involve any additional expenditure on fixed assets, it gives rise to 
an inflationary time lag, the uninterrupted repetition of which over a period 
of increasing output tends to create an inflationary trend.* ‘This “ pipeline 
lag’ is in fact one of the causes of secular inflation that is inherent in the 
economic system—as distinct from causes that are not primarily economic 
in origin, such as wars. 

It should be noted that the principle that an increase in working capital 
in the form of addition to goods in the pipeline tends to cause inflationary 
effects applies to any increase in production that involves an increase in 
the aggregate cost of production. It does not apply if an increase in the 
output is achieved by means of more efficient methods, without involving 
any addition to the total cost. 


Gaps in Keynesian Analysis 


Keynes, in his 7veatise on Money,t especially in the chapter on the 
‘Theory of Working Capital’’, dealt in some detail with the time lag 
between the moment when production is initiated and the moment when 
the finished goods become available to the buyer. Although he pointed 
out that this lag tends to cause a rise in prices, he did not pursue this aspect 
of the subject very far. Nor did he carry it further in the General Theory. 
While the effects of changes in working capital on employment and business 
cycles are covered adequately in Keynesian economics, their bearing on 
inflation, important as it is from a theoretical and practical point of view, has 
been inexplicably neglected in post-Keynesian economics. 

If there is no change in the volume of production between two periods, 
then the economy is rotating evenly, and the pipeline lag does not give rise 
to dynamic effects. ‘These arise when production is increased in circum- 
stances resulting in an injection of additional money income into the 
economy. ‘The effect is that during period A, in which goods whose 
production was initiated during period A-1 become available, their value 
falls short of the additional income resulting from the increased production 
of goods initiated during the period A, which will not become available 
until period A +1. 

If production is maintained for some time at the level to which it was 
raised during period A, then the equilibrium between aggregate supply and 
aggregate demand will be re-established—but only after the secondary, 
tertiary, etc, increases of production and of income resulting from the 
operation of the multiplier have also completed their inflationary pipeline 
lag effects. ‘The temporary excess buying power caused by the increase 
of production during period A will then come to anend. So long, however, 
as the increasing trend of production is continuous, the increase of output 
will not catch up with the increase of the money income created by the 
rising input, and there is bound to be a continuous excess of money income 





*'The effect of a decline in production, correspondingly, is deflationary by reason of the 
pipeline lag. Considerations of space forbid detailed analysis of this movement here. 
+ Vol I, p 279 et seq, Vol II, p 102, et seq. | 
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over the value of the current output at prevailing prices. Unless the excess 
demand is met through the release of inventories, or is offset by a simul- 
taneous increase of intended savings, equilibrium between available supply 
and demand can be restored only by the requisite rise in prices. In the 
absence of such adjustment, a continuous excess of demand would, over a 
series of periods, produce an insupportable pressure on stocks. 

A corresponding and simultaneous increase in the intended saving, of 
course, would effectively obviate the need for price increases following a 
rise in production. In fact, however, there is no reason to suppose that 
such adjustment will take place; indeed, it may be claimed that there is a 
tendency rather for changes in intended savings and working capital to 
work in opposite directions. According to the widely accepted Keynesian 
view, discrepancies between intended saving and investment are liable to 
arise on account of the fact that decisions to save and invest are taken by 
two different sets of individuals, with no co-ordination between them. As 
far as investment in fixed assets is concerned, this is incontestable. In the 
case of investment in working capital, however, the source of the dis- 
equilibrium is not that there is no co-ordination between decisions to save 
and decisions to invest but that there is close co-ordination—in a dis- 
equilibrating sense If an increase in effective demand is due to a decline 
in the propensity to save and not to an increase in national income, this 
tends to create a disequilibrium between intended saving and investment 
by increasing the amount invested at the same time as reducing the amount 
voluntarily saved. ‘This dual disturbing effect is much stronger for invest- 
ment in goods in the pipeline than for investment in fixed assets. Pro- 
grammes of investment in fixed assets are usually planned ahead. They 
are based largely on the view entrepreneurs take of future demand, and are 
influenced by various other economic, financial, and technological considera- 
tions. ‘They do not, therefore, follow so closely the fluctuations of consumer 
demand as do decisions to satisfy additional current demand by increasing 
current production with the aid of existing capital equipment. 


Stocks and ‘Savings 


An increase in the propensity to consume may thus almost at once provoke 
corresponding decisions to increase investment in working capital. ‘Time 
lags between increased demand and the placing of repeat orders are liable 
to become short if the increase in demand is persistent. Such demand 
may lead later to decisions to increase investment in fixed assets, once 
manufacturers find themselves unable to increase their output with existing 
equipment. But the relationship between demand and investment in 
working capital is much more direct. More is invested by producers in 
goods in the pipeline precisely because consumers want to save less and 
spend more. 

The relative importance of the pipeline lag as a cause of inflation is 
difficult to estimate. In the national income statistics of the United Kingdom 
the annual changes in amounts of goods in process are bracketed with 
changes in inventories, under the item ‘“ value of physical increase in 
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stocks and work-in-progress ’’, and at present there is no means of breaking 
down this composite item into its components. In the United States, 
however, the official figures of industrial production show goods in process 
and stocks of materials awaiting process as separate items, and thus give 
an indication of the relative importance of the pipeline, and of its inflationary 
effects in recent years. ‘The value of goods in process after the end of the 
war, calculated as a monthly average, has increased as follows: from $4,938 
millions in 1945 to $6,298 millions in 1946, $7,242 millions in 1947 and 
$7,476 millions in 1948. During 1949 the monthly figures ranged between 
$6.7 billions and $7.7 billions; in 1950 between $6.9 and $8.3 billions; in 
1951 between $8.8 and $11 billions; and in 1952 between $11.3 and $12.5 
billions. Between August, 1951, and August, 1952, the increase in the 
amount of goods in the pipeline amounted to more than $2 billions. ‘The 
excess of income over current output injected into the economy is not 
negligible in influence; and the important point is that such “ premature ”’ 
increases in money incomes have been virtually continuous. 

Working capital includes not only the amounts spent on goods actually 
in process but also stocks of materials awaiting process. ‘The statistics of 
the US Department of Commerce show a considerable increase in this 
item during the post-war period. ‘The amounts involved have been dis- 
tinctly larger than those of goods in process, and their increase has at times 
been sharper. Between April, 1950, and April, 1951, for example, stocks 
of unprocessed materials rose from $10.9 to $16.0 billions. ‘The extent to 
which an increase in manufacturers’ stocks of such materials leads to an 
increase in consumer incomes will naturally depend on the extent to which 
producers of the materials are induced by their increased sales to raise 
their production and their spending. 

The degree of the inflationary effect of the pipeline lag depends not only 
on the proportionate importance of the goods in the pipeline, but also on 
the length of the lag. This, it must be noted, does not end with the com- 
pletion of the finished goods. According to Keynes, “the process of a 
Chinaman’s shirt begins with the preparation of the cotton fields for sowing 
and ends when the Chinaman goes shopping”’ (Treatise, Vol II, p 104). 
Goods in process do not cease to be ‘* working capital’, in the Keynesian 
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sense, until they have become accessible to the consumer.* ‘The length of 
the total lag varies widely between different categories of goods. 

An important complicating factor in the general relationship between 
rising output and inflation results from those increases in production that 
follow from increased productivity, involving no addition to production 
costs. ‘The effect of such increases on the price level depends largely on 
the relative extent to which the consumer, the employee and the share- 
holder benefit from the economies. It is widely assumed that, to the extent to 
which producers pass on the benefit of the lower unit cost of production to the 
consumer, the price cuts may tend to moderate, and even outweigh, the price 
increases induced by the pipeline lag. It must be borne in mind, however, 
that part of the purchasing power released by the price cuts will normally be 
spent on other goods, inducing a rise in their prices. If the total input 
increases, a further slice of current output will be injected into the pipeline, 
and the immediate effect will be inflationary—even though output will 
increase to an even larger extent at the end of the pipeline period as a result 
of increased productivity, marking a reduction in the cost per unit. 

Further complications are liable to arise through relative changes between 
the production of various categories of goods, and from other circum- 
stances of detail. As Keynes pointed out, the pipeline lag may produce 
particularly pronounced inflationary effects if the increase is mainly in the 
output of goods that remain in the pipeline for a long period. A similar effect 
will result from an increase in the production of goods with rigid prices 
(such as television sets), while the production of goods with elastic prices (such 
as vegetables) declines or remains unchanged. 


Multiplier Effect of * Pipeline Lag ”’ 


The nature of the demand created by the additional income generated 
by increased production is another factor that will influence the extent of 
the inflationary effect. Employees other than farm labourers do not as a 
rule consume more than an insignificant fraction of the goods and services 
that they themselves produce. If the production of television sets is 
increased, a large proportion of the additional income thus created is spent 
on goods other than television sets, the supply of which does not normally 
increase in step. ‘Their prices will accordingly tend to rise. Any decline 
in the prices of television sets resulting from the increase in their output 
will not occur until they have flowed through the pipeline, and will thus 
lag by several months behind the increases in the prices of the other goods, 
on which the increased incomes have been spent. Indeed, since the increase 
in the production of television sets was presumably prompted by a previous 
increase of demand, the eventual increase in their output will cause a fall 
in their prices only if costs per unit fall and manufacturers are under 
pressure from competition. 


* On the other hand, allowance must be made for the fact that the distribution of profits 
derived from an increase of production cannot take place until some time after the goods and 
services have been produced and sold. Since, however, in most industries profits represent 
only a small proportion of the turnover, it is ‘reasonable to assume that, on balance, by far 
the greater part of the increased incomes derived from an increase of production is earned 
and spent before the additional goods have become available to the consumer. 
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Moreover, recipients of the additional wages paid by television manu- 
facturers, and others who benefit indirectly from their increased spending, 
may in turn increase the demand for television sets even before the addi- 
tional sets become available. Manufacturers, if they are able to do so, may 
elect -to take advantage of a fall in unit costs by raising profit margins, or 
they may take the line of least resistance to wage demands, in order to 
attract more workers, and so be able to increase output further. ‘This 
may provide a partial explanation of the rising tendency of the prices of 
various consumer durable goods that has taken place in recent years not- 
withstanding the technological progress. 

At the end of the pipeline lag, of course, the increased income is matched 
by a corresponding increase in the supply of goods, and the inflationary 
influence ceases to exist. In the absence of a further increase of production, 
and disregarding the multiplier effect of the additional income, equilibrium 
is restored at a higher level of supply and demand. Moreover, if the 
increase of production has been only temporary, and production initiated 
during period A-+1 is reduced to its level in period A-1, the inflationary 
effect of the original increase of production is reversed. 

It may appear at first sight that such a reversal is normally to be expected, 
since the rise in prices caused by the pipeline lag in period A reduces the 
purchasing power of the national income. However, this fails to take 
account of the operation of the multiplier. ‘The original inflationary effect 
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of expanding production is reinforced by the additional inflationary effects 
of the increases in production induced by the spending of the income 
generated by the first increase. If the additional overtime earnings of 
workers producing additional television sets are spent on bicycles, and if, as 
a result of the increased demand for bicycles, dealers place larger orders 
with manufacturers, this gives rise to further additional income as a result 
of additional overtime pay to workers producing bicycles during period 
A-+1. On the other hand, the additional bicycles will not become available 
until period A+2. ‘To the pipeline lag effect of the increased production 
of television sets 1s added the lag effect of the increased production of 
bicycles—and so on. 

The total increase in purchasing power created directly and indirectly by 
the original increase in production will thus be larger than the value of that 
increase, so that the inflationary effect will continue until the marketing 
not only of these goods but of the additional goods produced (as a result of 
the increase in incomes caused by the original increase in production). 
It may take years before the multiplier effect has run its course. Thus, 
even if the original increase of income were partly offset by the rise in prices 
induced by it, the deficiency in aggregate purchasing power that would 
arise when the additional goods became available would be offset by the 
delayed pipeline lag effects of the secondary, tertiary, etc, increases of 
incomes caused by the operation of the multiplier. : 

Assuming that the volume of production remains at its increased level, 
the net result of the original increase is an addition to money incomes, te 
effective demand, and to the production of goods, that, according to the 
length of the pipeline and size of the multiplier, may amount eventually 
te several times the original increase. In the absence of a new stimulus, 
the increase in output will catch up eventually with the increase in income. 

The main significance of the inflationary effect of the pipeline lag, how- 
ever, lies in the secular character of increases in production. A sustained 
expansion in production results in an almost incessant repetition of the 
transition periods, during which there are “‘ temporary’ excesses of pur- 
chasing power over the value of the current output; the pipeline lag then 
tends to create a persistent inflationary pressure. Admittedly, increasing 
output and real income may induce an increase in the propensity to save. 
But this tends to neutralize only a relatively small part of the inflationary 
effect of the additional investment in working capital. Further, the stimulus 
to saving resulting from an increase in total real income may be more than 
offset by changes in the distribution of income. 

The inflationary effects of the pipeline lag may appear moderate compared 
with those of wars, investment in fixed assets, budgetary deficits, the growing 
bargaining power of trade unions, the trend towards greater equality of 
income, and the like. Yet the unspectacular but persistent pressure caused 
by the anticipation of the increased output by increased spending is of 
considerable significance from the point of view of both economic theory 
and economic policy, and deserves attention from both theoretical 
economists and practical men. 
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Monetary Restriction in 


Finland 


By GORAN STJERNSCHANTZ 


HE economy of Finland since the war has been characterized by 

boom in most of its sectors. Industrial production is at present 

approximately twice as high as in the last years of the 1930s, and 

living standards have improved considerably. At the same time, 
however, there has been a sharp increase in taxation, resulting in a redistri- 
bution of income, and the value of money has fallen steeply. A notable 
by-product of the inflation has been the introduction of the novel and 
controversial device of a cost-of-living adjustment to the value of certain 
savings bonds and deposits. 

Since 1951, the surging inflation has been checked. In 1955, Finland 
enjoyed, in the words of the review of one of the leading banks, “in a 
certain sense’ the most excellent year in its economic history. Production 
reached full capacity, unemployment fell, exports rose, permitting the 
easing of import controls, and internal controls were greatly relaxed, without 
any marked rise in prices. However, behind the superficial balance of 1955 
stirred strong inflationary pressures. In the early months of this year the 
unions submitted large wage demands, resulting in a general strike. 

The monetary authorities in Finland have been alive to the danger of 
inflation, and have taken firm restrictive measures. Before tracing the 
impact of these on the banks it may be useful to outline the main trends 
in Finnish banking since the beginning of the war. In 1938, the com- 
mercial banks held 47.8 per cent of the total deposits of the public with 
all banking and savins;s institutions; the savings banks held 39.1 per cent, 
and the remainder was accounted for mostly by the Post Office Savings 
Bank and the Co-operative Credit Societies. Sixteen years later, in 1954, 
the share of the commercial banks had dropped to 37.8 per cent, while 
that of the Post Office Savings Bank had risen to 9.6 per cent, and the 
share of the Co-operative Credit Societies to no less than 17.6 per cent. 
In the Finnish commercial banks, time deposits account for a higher pro- 
portion of the total deposits than in banks in most other countries—at 
present they comprise approximately two-thirds of total deposits; the 
restrictive effect of the loss of such deposits to other institutions has 
accordingly been particularly large. In addition, heavy inroads on the 
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banks’ resources have been suffered from the inflation. The upshot has 
been that in real terms the deposits and capital of the commercial banks 
to-day are equivalent to only about 90 per cent of their value in 1938. At 
the beginning of this year the deposits of the six commercial banks totalled 
134,382 million Finnish marks; their own capital amounted to 14,522 
million marks, or 7.1 per cent of total assets and liabilities. Credits granted 
totalled 155,436.4 million marks; a not inconsiderable portion has been 
financed through re-discounts with the central bank. ‘The grand total of 
commercial bank balance sheets amounted to 204,327 million marks, of 
which the two biggest banks each accounted for slightly more than 80,000 
million marks. 

Since the beginning of the war, the role of the three state-owned monetary 
institutions, the Bank of Finland, the Post Office Savings Bank and the 
National Pensions Institute, has been to some extent enlarged. The Bank of 
Finland, the central bank, accepts no deposits; but it has long been granting 
credits to industry and to certain commercial enterprises. The National 
Pensions Institute handles funds derived from contributions to the national 
pensions scheme; it has invested some 7-8,000 million marks a year, mainly in 
the form of long-term credits for power plants, industry and local govern- 
ment authorities, and to some extent in Government bonds. ‘The Post 
Office Savings Bank has made increasing use of the “ postgiro”’ system 
(under which transfers are permitted between accounts by drafts) and it 
is this that is responsible for the expansion of the bank since the war. 
A large proportion of the deposits of the post office bank is placed at the 
Government’s disposal, but some funds have been granted as loans, of a 
type similar to those granted by the Pensions Institute. 

The influence of the state in the banking system has been extended, 
but not far enough to depose private institutions from their preponderance; 
however, in another field, it has come near to extinguishing private industry’s 
market for long-term capital. ‘There has always been an acute shortage of 
capital in Finland. In the 1930s, a bond market capable of meeting the 
long-term credit needs of the period was successfully built up. Since the 
war, however, it has been possible to make major bond issues on few 
occasions. ‘The main deterrent has been the increase in the volume of 
loans raised by the Government, which especially in recent years has pre- 
empted available private savings. ‘The Government has in fact more or 
less monopolized the market for its own ends by granting attractive terms 
on its loans—high rates of interest, the cost of living index guarantees and 
in some cases even exemption from taxes. In 1954 and 1955 together, the 
Government raised a total of 20,500 million marks in this way, while no 
significant private loans were issued during the same period. In the first 
four months of this year the loans raised by the Government on the open 
market amounted to 6,000 million marks. The consequence has been 
that for several years industry has had to resort increasingly to self-financing 
and short-term credits. 

However, the issue that has aroused most discussion in Finland, and 
much abroad, in the last few years is the adoption of the practice of adjust- 
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ing interest rates by the cost-of-living index. ‘The demand for such 
adjustment sprang from the particularly heavy losses suffered by savers in 
Finland through inflation—since 1938 prices have risen more than tenfold. 
A few years ago, the difficulty of stimulating bank savings prompted a 
proposal to provide an index-tied guarantee of deposits. Some insti- 
tutions, including the National Pensions Institute, were already making use 
of the index to adjust certain of their credits. 

When the idea of price level adjustment was broached a few years ago, 
opinions differed greatly. Many bankers took a sceptical view, fearing 
serious consequences for banking in the event of a steep rise in the cost- 
of-living index. Apparently as a result of this discussion, the Government, 
in order to forestall inconvenient competition, began to issue index-tied 
bonds. ‘The next step was that the savings banks carried a resolution to 
introduce index clauses for their deposit accounts. The result was that all 
other money institutions, including the commercial banks, were forced to 
follow suit. 

The banks have accepted deposits with index guarantees since May, 1955. 
The rate of interest was originally 4? per cent, which was 1-14 per cent 
less than the current rates paid on ordinary deposits, but at the end of last 
year the rate on the index-tied accounts was raised to 54 per cent. The 
minimum period of deposit is twelve months, and interest is chargeable to 
tax, whereas that on ordinary deposits is tax-free. ‘The index clause comes 
into operation when the cost-of-living index, based on 1951, has risen 
above 104. Any subsequent increase by 2 per cent, or multiples of 2 per 
cent, is compensated by increasing the deposited capital at a rate equivalent 
to the rise in the index between the time of deposit and the time of with- 
drawal; and the deposit is not reduced if the index has fallen. Last year, 
the cost-of-living index rose negligibly, to only 101, so that no compensation 
was due. ‘The accounts accordingly aroused less public interest than had 
been expected. 

At the turn of the year, however, it became clear that a sharp rise in 
prices could hardly be avoided; and the commercial banks and some of the 
major savings banks ceased to accept deposits with index guarantees. Their 
fears have been vindicated: by March the index had risen to 108—above 
the critical figure. Moreover, a rise of 10 per cent in wages secured after 
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the general strike threatened to cause a further increase in the price index, 
which would automatically have set off a new rise in wages; accordingly, 
the Government retraced the steps taken but a few months before and 
re-imposed price controls over a wide field. 

The index adjustment has not been abandoned completely. The 
Government continues to issue index-tied bonds, and the small savings 
institutions outside Helsinki continue to accept deposits with index 
guarantees; it is obvious that these facilities constitute a threat to the deposits 
held by the big banks, and hence to the structure of the money market as 
a whole. Personally, I have the feeling that the crux of this problem is the 
heavy expenditure of the Government, which induces it to raise money in 
this way on the open market. 

The excessive level of Government expenditure had particularly serious 
effects last year, when inflationary pressures were growing. The pace of 
private investment quickened, and the increase in the expenditures of the 
Government intensified the strain on resources. Accordingly, the responsi- 
bility for preserving the value of money has rested on monetary policy. 
The Bank of Finland has risen to the occasion, and for over a year has 
maintained an extremely restrictive monetary policy. ‘This has been applied 
mainly through four main series of measures. 


To and Fro on Reserve Ratios 


From a banker’s point of view, the most significant have perhaps been 
the new cash reserve regulations, applied from the beginning of February, 
1955. In Finland, the central bank does not enjoy the power of controlling 
the banks’ cash ratios through reserve regulations, nor, in the post-war 
circumstances, has the central bank been able to carry out any open 
market operations. ‘Thus, the Bank of Finland’s means of instituting an 
effective monetary policy were fairly limited. Last year’s agreement 
with the commercial banks was designed to make good part of the deficiency 
in the formal powers. It enjoined the banks to deposit monthly a certain 
proportion of the increase in their deposits in a special account with the 
Bank of Finland. The big commercial banks—those whose deposits 
exceeded 5,000 million marks—were to deposit 40 per cent, the small banks 
30 per cent, and the other money institutions 25 per cent of the increase 
in their deposits. Funds deposited in the cash reserve accounts carry 
interest at 54 per cent for the portion neutralized on account of time 
deposits and at 1 per cent for that relating to current accounts. Further- 
more, the agreement provided for a monthly settlement, under which, in the 
event of a fall in deposits, a corresponding amount could be withdrawn 
from the frozen balances. In the spring the pressure on the money market 
became so acute that the Bank of Finland agreed to relieve the banks from 
the reserve ratio agreement, after July 1. 

Another highly effective restrictive measure was the introduction in July 
last of obligatory deposits by importers on application for licences. Im- 
porters were directed to deposit with the Bank of Finland 10 per cent of 
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the c.1.f. value of the licence, without interest and for a minimum period of 
three months. Exceptions were at first made for imports from certain 
countries, but from the beginning of September the provision was made to 
apply to all imports. Last April, the deposit was raised from 10 to 20 per cent 
for all the licensed imports (which account for approximately 60 per cent 
of total imports). At the end of May, however, the required deposit was 
restored to 10 per cent. ‘The attraction of this procedure as a restrictive 
device is that it sterilizes purchasing power and at the same time imposes a 
direct check on the inducement to import. In practice, however, the scheme 
has had rather different effects. Imports have still been maintained at a 
high level and the importers’ deposits have been financed by the banks, 
though not without some strain. 

The combined effect of the restrictive measures taken by the Bank of 
Finland has nevertheless been considerable. ‘Thus, it may be estimated 
that by these measures the central bank had withdrawn or “ neutralized ”’ 
approximately 18,400 million marks from the market by the end of 1955. 
This sum is without doubt of sufficient size to produce a perceptible 
tightening of the market. However, while restrictive policy has played a 
decisive part in maintaining monetary equilibrium, it has not completely 
fulfilled its purpose. The heavy demand for credits and the “ freezing ” 
of a considerable portion of the commercial banks’ cash at the central 
bank greatly reduced the banks’ liquidity. ‘The banks were obliged to raise 
their rediscounts at the central bank to record totals; at the end of 1955 the 
rediscounts amounted to no less than 22,600 million marks—compared with 
8,400 millions at the beginning of the year. The central bank has thus placed 
at the banks’ disposal considerably more than it has withdrawn from the 
market. But in the process the central bank has increased its control over the 
commercial banks. Its penalty rate for rediscounting bills stands at no less 
than 11 per cent, whereas the current rate on credits granted by the banks 
is 8 per cent. 

Since the beginning of this year, the rediscounts of the commercial banks 
with the central bank have risen further still. Last month, however, the 
Bank of Finland made it known that it expects the banks to use the proceeds 
of the releases from cash reserves to effect a substantial reduction in re- 
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discounts. It intimated that if this were not done it might raise the penalty 
rate higher still. The underlying cause of the large rediscounts is to be 
found primarily in the high level of employment in industry and the buoyancy 
in home trade, which have created a demand for credits beyond the credit 
capacity of the banks, given the restrictive central bank policy. ‘The total of 
credits granted by the commercial banks last year increased by more than 
one-fifth. This has been designated as a “‘ credit expansion ”’ and as such has 
been censured in many quarters. The commercial banks point out, however, 
that the direct credits to trade and industry granted by the Bank of Finland 
itself increased in equal proportion. Whether the rise in bank loans was 
avoidable or not is now an academic question: the practical result has been to 
make serious inroads into the banks’ liquidity. 

During the winter strenuous attempts were in fact made by the banks to 
restrain the increase in their loans. Builders in particular were severely hit 
by the credit restrictions. At April 30, the commercial banks admittedly 
still showed rediscounts roughly equal to those at the turn of the year; but 
this was due partly to the seasonal increase in credits during the winter, 
though also in part to the restrictive monetary policy (of which the “steri- 
lizing”’ effect at April 30 is estimated at approximately 19,400 million 
marks). At the same time savings deposits in the first four months of 1956, 
most disappointingly for the banks, have scarcely risen at all. ‘This was 
due in part to the inflation fever in the air, particularly after the General 
Strike in March. But the slackness in the flow of deposits to the banks, 
as has been seen, is due also to the Government’s competition for the public’s 
savings with its index-tied bonds. 

For the most part, the Bank of Finland has conducted its restrictive 
credit policy without any formal increases in the level of interest rates. 
Since December, 1954, when a minor interest differentiation was effected, 
the Bank of Finland’s official rates have remained unchanged, with the 
lowest lending rate at 5 per cent. On April 19 of this year, it is true, a minor 
adjustment was made in this rate, which was raised to 64 per cent; 
but this applied only to the direct credits granted by the bank itself and 
thus did not affect market rates. Minor adjustments have been effected in 
the rates of interest on bank deposits, but, as mentioned, no general increase 
in interest rates for the purpose of monetary policy has occurred. 


Finnish bankers, in sum, view the policy of their central bank with mixed 
feelings. Still more attention, however, is directed to the one-sided impact 
of the anti-inflationary measures: the public sector has remained all but 
unscathed. ‘The result is that the pressure on the commercial banks has 
become unreasonably heavy: their sustained recourse to rediscounts at the 
high penalty interest rate has in effect subjected them to an extra tax—which 
is now in danger of being raised further. Notwithstanding these considera- 
tions of immediate self-interest, it is willingly admitted that the monetary 
equilibrium at the moment is so strained that a restrictive monetary policy 
must be continued—though the bankers themselves are reluctant to imple- 
ment measures that will result in an increase in unemployment. 
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AMERICAN REVIEW 





USINESS and market prospects 

in the United States towards the 

end of last month were clouded 
by uncertainty on two major counts: 
the President’s health, and the vital wage 
negotiations in the steel industry. The 
setback in the health of the President 
has had a markedly smaller influence on 
business confidence than did the severe 
illness of last autumn. ‘There is a 
growing assumption that the pace of 
business expansion is now so strong that 
any decision by General Eisenhower not 
to run for a second term would have no 
more than a modest and temporary 
impact on the level of capital expendi- 
tures or the pace of consumer pur- 
chases. However, the depressing effects 
of the initial shock might well demand 
counter-action. ‘The stock markets, at 
least, would be liable to suffer severe 
disturbance. 

In the steel industry, the employers 
last month seemed to be taking a 
stronger stand against the demands of 
the unions than had been expected. 
The  far-ranging demands would 
necessarily involve sharp increases in 
steel prices; and while demand for 
most types of steel except motor sheet 
continues strong, there were fears last 
month that a settlement involving a 
steep increase in prices without inter- 
ruption of deliveries might swiftly lead 
to a decline in new orders (since stocks 
have been built up in anticipation of 
both higher prices and a_ strike). 
Indeed, it is held in some quarters of 
the steel industry that some interrup- 
tion in supplies is needed to ensure a 
recovery of production in the last 
quarter of the year. 

Echoes of the sharp debate on mone- 
tary policy continued to be heard in 
June, but critics of the Federal Reserve 
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system were then generally in retreat, 
and the Reserve Board itself was clearly 
prepared to concede that the next 
moves would probably be towards easier 
credit. ‘Towards the end of May, a 
spokesman of the “ Fed” said that 
while no basic change was being made 
in the policy of “ restraint’’, the 
System was. prepared to meet 
seasonal pressures during June (when 
tax payments are heavy). 


Money Rates Ease 


In the event, the Reserve System 
added more than $300 millions to its 
Treasury portfolios in two weeks—the 
largest purchases made for several 
months. The net borrowings of 
reporting member banks (the excess of 
loans and discounts over cash reserves 
above the legal minimum) were 
reduced to $200 millions or so in mid- 
June, representing a decline of several 
hundred million dollars from recent 
levels. In the second half of June the 
Treasury bill rate dipped below 23 per 
cent (back to its level before the 
controversial increases in rediscount 
rates). In the meantime, the banks’ 
commercial loans continued to reach 
new peaks, and in early June, the total 
for weekly reporting banks was only 
just short of $28,000 millions—a rise 
of over $5,000 millions on the year. 

The controversy about monetary 
policy has been largely resolved. Not- 
withstanding his earlier criticisms, Mr 
George Humphrey, Secretary of the 
Treasury, has denied to a congressional 
committee that the Treasury was in 
any way “‘ alarmed ”’ about the conse- 
quences of tight money. Mr Humphrey 
declared that the American economy 
was now moving “ satisfactorily ’’ and 
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that inventory problems would be 
resolved in a “relatively short space ”’ 

Monetary policy in the next few 
months, at least, will not be complicated 
by pressing Treasury needs. More than 
$4,000 millions of tax certificates have 
been repaid this month without any 
undue depletion of the Treasury’s cash 
balance. During the past two or three 
years the Treasury has had a somewhat 
difficult task in its attempt to reduce 
the volume of its very short-term 
indebtedness, and thus avoid constant 
refinancing. Some progress has been 
made, and the forthcoming August 
operation (comprising mainly the re- 
funding of more than $12,000 millions 








of short-term Notes) is only the second 
of the current year. 

The general course of business 
showed no significant change during 
May. ‘The index of industrial pro- 
duction (1947-49=100) was 142, one 
point down from the April level, two 
points below that of the year-end and 
still five points above the corresponding 
level for May, 1955. Advantage is. 
expected to be taken of the holiday 
period to reduce production in several 
sectors and to cut back inventories— 
which, while still reasonable in relation 
to sales, have been climbing steeply. 
The longer-term business prospect is 
considered in an article on page 395. 






















American Economic Indicators 


1953. 1954 1955 





Feb Mar Apr May 
Production and Business: 








: Industrial production (1947-49=100).. 134 125 139 143 141 4143 142 
‘ Gross private investment (billion $) .. 51.4 47.2 59.3 624 — —- a 
New plant and equipment (billion $).. 28.4 26.8 28.7 32.8 — — 
Construction (billion $) is - 35.3 37.8 43.0 41.4 41.6 43.4 43.6 
Business sales (billion $) - - 48.4 46.7 51.7 52.9 53.1 53.2 
Susiness stocks (billion $) ie 7 80.3 76.9 82.1 83.5 83.8 844 — 
Merchandise exports (million $) .. 1,314 1,259 1,293 1,343 1,574 1,506 — 
Merchandise imports (million $) ics 906 851 948 1,049 1,101 990 — 
Employment and Wages: 
Non-farm employment (million) 55.6* 54.7 56.5 57.1 57.4 57.6 58.1 
Unemployment (000s) .. ne .. 1,602* 3,230 2,654 2,914 2,834 2,564 2,608 
Unemployment as °% labour force... an” a2 92 44 43 aa 
Hourly earnings (mfg) ($) ‘ ia 1.77 1.81 1.88 1.93 1.95 1.96 1.96 
Weekly earnings (mfg) ($) sa .. 71.69 71.86 76.52 78.2 78.8 79.0 78.4 
; Prices: 
| Moody commodity (1931 = 100) —_— 2. a = } 405 415 422 413 
Farm products (1947-49 = 100) me 97.0 95.6 89.6 86.0 86.6 88.0 90.9 
Industrial (1947- 49 = 100) .. 114.0 114.5 117.0 120.6 121.0 121.6 121.7 
Consumers’ index (1947-49 = -100) .. 114.4 114.8 114.5 114.6 114.7 114.9 — 
Credit and Finance: 
Bank loans (billion $) .. Ps a 67.6 70.6 82.8 82.6 84.7 85.3 — 
Bank investments (billion $) .. 7 78.1 85.3 78.3 75.7 75.2 74.7 — 
Bank loans (weekly) (billion $) ‘a 23.4 22.5 26.7 26.3 27.8 27.8 27.8 
Consumer credit (billion $)  .. és 3.3 Bi B22 Be wwelUTDTOClCU 
Treasury bill rate (%) . + Ae an we hy, i & le > Be oF 
US Govt Bonds rate (%) ‘a io 3.16 2.70 2.94 2.93 2.98 3.10 3.03 
Money supply (billion $) .. 200.9 209.7 215.7 211.5 210.8 212. 4 — 
Federal cash budget (+ or —) (mill $)  -6,153 1,082 -740+6,972 — = 
Notes—Latest figures are preliminary or credit show amounts outstanding at the end 
estimated. Yearly figures are given for of the period. Moody’s commodity index 
private investment and equipment for shows high and low 1953-55, and end-month 
1953-55 and then quarterly figures at annual levels. Weekly bank loans are derived from 
rates. Construction figures show monthly partial returns only. Budget figures are 
averages 1953-55. Business sales and stocks, cash totals 1953-55 and then quarterly. 
money supply, bank loans and consumer ~* Old basis. 
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globe. Completing the system, and ensuring up-to-the-minute news of world market 
conditions, are banking correspondents in every important centre of commerce — 


The experience and resources of such an organization are clearly invaluable to 
the businessman with foreign interests. Wherever your interests lie, it will be very 


well worth while consulting our London offices. You will find our staff experienced 
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INTERNATIONAL 


REVIEW 





Argentina 


MULTILATERAL TRADE PACT.—Agreement 
has been reached with all the principal 
Western European countries, including 
the United Kingdom, on Argentina’s 
proposals for the introduction of a 
multilaterally-based system of trade and 
payments and the settlement of certain 
Argentine debts. Under the new 
arrangements, which come into operation 
on July 2, the proceeds of Argentine 
exports to European countries will be 
pooled and made available for financing 
purchases from any part of the com- 
bined currency areas. Previously, Ar- 
gentina’s trade with these countries was 
largely on a bilateral basis. 

REPAYING FOREIGN DEBTS.—The foreign 
debts covered by the new arrangements 
include arrears of commercial remit- 
tances, obligations arising on imports 
under Argentina’s deferred payments 
scheme, and debit balances outstanding 
on the old clearing accounts, or swing 
credits (as in the case of payments with 
Britain). ‘These debts will be settled 
by annuities spread over a period of 
ten years, paid at a progressively in- 
creasing rate. Interest will be at an 
average rate of 34 per cent; it will be 
below this rate in the earlier years and 
above it later on. Other outstanding 
Argentine obligations, such as arrears 
of financial remittances and compensa- 
tion payments for expropriated utility 
undertakings, will be dealt with at bi- 
lateral talks with Britain and other 
creditor countries. 

GOVERNMENT RESHUFFLE.—A reorganiza- 
tion of the Government has resulted in 
the merging of the Finance and Treasury 
Ministries under Dr Blanco, a former 
Finance Minister. The overhaul has 


involved the departure from the Govern- 
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ment of Dr Garcia, who as Finance 
Minister has been responsible for many 
of the economic reforms introduced in 
Argentina since the collapse of the Peron 
regime, and also of his deputy, Dr 
Verrier, who negotiated the new pay- 
ments scheme. 


Australia 


IMPORT QUOTAS NOW.—The Common- 
wealth Government has announced that 
it will make no change in the total 
value of import licences to be granted in 
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the July-September quarter, but will 
alter individual allocations to give greater 
emphasis to items regarded as more 
essential. ‘Thus imports of a wide range 
of goods classed as inessential, under the 
category B licences, will be either dras- 
tically cut or prohibited altogether. 
TRADE ACCOUNTS IMPROVE.—A _ limited 
improvement in the trade accounts has 
taken place. In May, there was a surplus 
of £18.2 millions, compared with a 
deficit of £11 millions a year earlier. 
In the first eleven months of the trade 
year that started on July 1, 1955, there 
was a deficit of £A48 millions, which 
was smaller by £A17 millions than that 
in the corresponding period of 1954-55. 
It has been pointed out that the con- 
tinuation of Australia’s external pay- 
ments difficulties is attributable partly 
to the deterioration in the country’s 
terms of trade. Export prices have 
recently been running some 10 per cent 
below the levels ruling in the trade vear 
1954-55, whereas import prices have 
shown no such decline. 

COMMONWEALTH BANK DISPUTE. — The 
Prime Minister, Mr Menzies, has stated 
that in principle he is in favour of the 
complete separation of the trading and 
central banking functions of the Com- 
monwealth Bank. He has pointed out, 
however, that it had not been possible to 
put through the necessary reform of the 
country’s banking legislation before the 
Government lost control of the Senate in 
June. Exponents in the Government’s 
party of the segregation of the two 
departments of the bank are expected to 
raise the matter once again when Parlia- 
ment debates the Budget accounts later 
in the year. 

Trade relations between Australia and 
Britain are being subjected to a thorough 
examination at the Commonwealth talks 
in London. Special attention is to be 
given to Australia’s complaints that it 
secures inadequate reciprocal concessions 
from the present system of Imperial 
preferences. 


Brazil 


EXCHANGE REFORM SHELVED. — The 
Government has again declared that the 
time is not ripe for the reform of the 
country’s foreign exchange system. It 
has in effect undertaken a partial de- 
valuation through a re-classification of 
export exchange categories. This has, 
however, made no change in the exchange 
rates for the principal export products, 
coffee, cotton, cocoa and hides. 


Italy has joined the ‘‘ Hague Club ”’, 
under which Brazil pools its earnings of 
exports to Britain, Germany and the 
Benelux countries for spending in any 
part of the combined currency area. 
Three more countries, Austria, Sweden 
and France, are expected to join the 
multilateral scheme shortly. 


Canada 


ADVANCES STILL RISING.—The Governor 
of the Bank of Canada, Mr James Coyne, 
has drawn attention to the fact that the 
successive increases in Bank rate and 
the official measures to restrict credit 
have not yet produced any marked con- 
traction in bank lending. He pointed 
out that although there were now signs 
that the rise in general loans by the 
chartered banks was tapering off, the 
expansion recorded in the January- 
March period of this year was greater 
than in any quarter of 1955. 


Central African Federation 


NEW MERCHANT BANK.—It has_ been 
announced that a new merchant bank is 
being established in Salisbury to carry 
on business in the Rhodesias and Nyasa- 
land. It will be known as the Merchant 
Bank of Central Africa and is expected 
to open for business early in 1957. The 
bank is sponsored by a group of inter- 
national bankers and finance houses: 
they comprise N. M. Rothschild and 
Son, Philip Hill, Higginson and Co, 
and the Rhodesian Selection Trust of 
London; Dillon Read and Co of New 
York; de Rothschild Freres of Paris; 
Banque Lambert of Brussels; Messina 
(Transvaal) Development Co of Messina, 
and Leben Investment (Rhodesia) of 
Bulawayo. ‘The chairman will be Mr 
R. L. Prain, chairman of RST, who 
received a knighthood last month. 


Ceylon 


EXPORT VOLUME UP.—Despite the fall in 
the prices of some of the country’s main 
exports, the external balance has re- 
mained steady. At the end of April 
external reserves stood at 1,180 million 
rupees, the highest level reached since 
1951. The adverse impact of the fall in 
export prices has been offset by an 
expansion in the volume of exports. 


Denmark 


EXTERNAL STRAIN REAPPEARS. — There 
have been some signs of a reversal of 
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the improvement in the country’s ex- 
ternal payments that was in progress in 
the second half of 1955. ‘The drain on 
external reserves has recommenced. The 
head of the central bank, Mr Svend 
Nielson, has declared that the setback 
may be attributable to more than tem- 
porary influences such as those of the 
recent strike. 

SMALLER SOVIET TRADE.—A new trade 
agreement concluded with the Soviet 
Union provides for an exchange of goods 
to the value of Kr 275 millions in each 
direction during the next twelve months. 
This would be less than half the value 
of trade before the deterioration of trade 
relations that followed Denmark’s refusal 
to supply embargoed goods. 


Egypt 


SUEZ CANAL THREAT.— [he representative 
of the Egyptian Government on the 
Board of the Suez Canal company has 
stated that Egypt will not extend the 
company’s 99-year concession when it 
expires in twelve years’ time, but intends 
to take over the management itself. 


France 


TAXES FOR ALGERIA.—The Government 
is to introduce a bill to raise an addi- 
tional Frs 100,000 millions to cover part 
of its military outlays in Algeria. It has 
been indicated that it will provide for a 
levy on high incomes and a _ non- 
recurring tax on those business concerns 
that are benefiting from military con- 
tracts. 

TRADE BALANCE WORSENS.— There 
been a marked deterioration in 
country’s external payments since the 
closing months of 1955. In the six 
months to the end of May there was a 
deficit with the European Payments 
Union totalling $120 millions, com- 
pared with a surplus of $80 millions a 
year earlier. In the first four months of 
this year, the deficit in trade with all 
non-franc areas came out at more than 
Frs 100,000 millions, double the deficit 
in January-April of 1955. 

NOVEL PRODUCTION LOAN.— The ‘Treasury 
has floated a special ‘‘ equipment ”’ loan 
in the form of an issue of bonds carrying 
an interest rate of 5 per cent and redeem- 
able in fifteen annual drawings starting 
in June, 1957. The basic interest rate 


has 
the 


of 5 per cent will be adjusted upwards 
to reflect increases in industrial output, 
a 10 per cent rise in output raising the 
rate to 54 per cent. 
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Compensatory import duties imposed 
on foreign goods when quantitative re- 
strictions were removed in past months 
have been scaled down. The new levels 
for the two main categories are 10 and 
7 per cent, compared with 15 and 11 
per cent previously. 


Germany 


DOLLAR INVESTMENT TRUST.—A West 
German investment company has been 
formed in the United States. Its pur- 
pose is to enable Germans to take 
advantage of the recent relaxation of 
restrictions on investment abroad to 
acquire American and Canadian securi- 
ties. Shares in the new investment 
trust, known as Uscafonds, are being 
offered to investors in Western Germany 
by a group of German, Swiss and Dutch 
banks. 

INTEGRATION OF SAAR.—The negotiations 
with France on the problem of the 
future status of the Saar have ended in 
a compromise under which the territory 
will become politically integrated with 
Germany by the end of this year, but 
will remain in economic and monetary 
union with France until the end of 1959. 
BIGGER TAX cCcUTS.— The Finance 
Minister, Herr Schaffer, has reached 
agreement with the coalition parties on 
the reduction of tax rates. Concessions 
are now to be extended to incomes of 
up to the equivalent of £4,000 per 
annum, instead of the £2,000 as originally 
proposed by the Finance Minister. 


Greece 


MONETARY REORGANIZATION.—Following 
allegations by the governor of the central 
bank that official credit policies failed to 
achieve their purpose last year, the 
Government has announced a three- 
point programme for co-ordinating bank- 
ing and credit policy and creating a 
unified and flexible money market 
capable of serving the pressing needs 
for funds for productive investment. 
The first part of the programme is 
intended to regulate the relationship 
between the commercial banks and the 
Bank of Greece with the object of 
stimulating the flow of saving and credit 
into the reorganized money market. 
The second aims at a systematic repay- 
ment of the frozen credits (amounting 
to the equivalent of £12} millions ster- 
ling) owed to Greek businesses by 
the Government, the banks and other 
lending bodies since 1952. The third 
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series of proposals is designed to bring 
about a reduction in banking costs by 
confining banks to the activity in which 
they normally specialize. 


€ 

India 
STATE TRADING BODY.—The Minister of 
Commerce, Mr Karmarkar, has an- 


nounced that the Government is setting 
up a trading corporation with a capital 
of Rs10 millions to arrange foreign 
trade transactions. It has been stated 
that the corporation will be concerned 
mainly in organizing business with Com- 
munist and other countries in which 
control of trade resides with state 
agencies. 


Israel 
FINANCING IMMIGRANTS.—A new com- 


pany, the Anglo-Israel Development 
Corporation, has been registered to 
promote settlement in _ Israel. Its 


authorized capital, which is being sub- 
scribed by United Kingdom interests, 
will be I1£24 millions. ‘The corporation, 
which will initially aim at the settlement 
in Israel of 100 families from Britain 
and Eire, is to lend money to individual 
settlers at modest rates of interest. 


Italy 


EXCHANGE CONTROL EASED.—The long- 
projected simplification of the country’s 
foreign exchange control legislation has 
now been put into effect. In future, the 
system will function under a single law 
and seven Ministerial decrees, in place 
of the hundred laws and decrees operat- 
ing hitherto. ‘The authorities have at 
the same time made important relaxa- 
tions in exchange restrictions. ‘The 
black market in foreign banknotes that 





has operated in Italy for some time past 
is legalized, and permission has been 
given for the market to be used for 
certain capital transactions. Further, 
exporters are allowed a longer period 
in which to repatriate their foreign ex- 
change earnings, while traders are given 
more latitude in the types of foreign 
currency they may utilize for settling 
certain categories of business. 


Japan 


ENDING BILATERAL PACTS. — Payments 
arrangements with open account coun- 
tries, i.e. these outside the sterling and 
dollar areas, are being placed on a cash- 
settlement basis as existing trade and 
payments agreements come up for 
renewal. Hitherto, transactions with 
open account countries have been or- 
ganized on a bilateral basis, payments 
being channelled through a series of 
clearing accounts. The new agreements 
usually provide for the settlement of 
transactions either in the currency of 
the country concerned or in some other 
transferable currency such as sterling. 


Jordan 


UK AID DEMAND.—The head of the new 
Jordan Government, Mr Mufti, has 
announced that he intends to re-examine 
the Anglo-Jordan ‘Treaty and the ques- 
tion of British financial assistance to the 
country. He indicated that he might 
press for the annual payment by the 
United Kingdom to be at a fixed rate, 
instead of being subjected to annual 
review as at present, and to take the 
form of rent for bases used by Britain 
in Jordan instead of a subsidy. Mr 
Mufti proposed further that the money 
should be paid over to and controlled 








Z Correspondents throughout the World 


Z EQUIPPED TO ASSIST PROSPECTIVE 





/ TURKIYE GARANTI BANKASI A.O. 


Z Established 
g HEAD OFFICE: 
y CAPITAL : 


32 Branches in Principal Cities of Turkey 


ALL BANKING TRANSACTIONS 


1946 
ISTANBUL yl 
T.L. 10,000,000 ; 





FOREIGN INVESTORS IN TURKEY 7 





454 

















cee Se Se Teenie eevee ee Se Se Se VS VS VS Ve SVS SSeS VS VS VS Ve SVS VS SSeS Se Gee SS 








by the Jordan ‘Treasury and not the 
Arab Legion. 


Malaya 


RUBBER FOR CHINA.—The United King- 
dom authorities have agreed to the partial 
lifting of the previous total ban on 
exports of rubber to China. Individual 
concerns will be permitted to send up 
to a maximum of 2,000 tons each month. 
Larger shipments will need the approval 
of the UK Government. 

LOAN FROM BRITAIN ?—It has_ been 
announced that the Federation’s Finance 
Minister, Mr Lee, will visit London 
during October to discuss a proposal 
that Britain should make available a 
loan of £233 millions. ‘The funds would 
be used to finance a five-year pro- 
gramme for strengthening Malaya’s 
economic and defence arrangements. 


Netherlands 


KLM DOLLAR CREDIT.— [he Dutch airline, 
KLM, has arranged a credit for $50 
millions with three United States banks 
—the First National City Bank of New 
York, the Chase Manhattan Bank and 
the Bank of America. The money is to 
be drawn between 1956 and 1960. It 
will be utilized to help finance the pur- 
chase of new aircraft. 

BILL RATES RISING.—Interest rates have 
continued to show a rising trend. At 
recent Treasury bill tenders rates have 
risen to 24 per cent for three months 
and 22 per cent for six months maturities. 
Until recent months, bill rates were 
below 1 per cent. 


New Zealand 


TRADE BALANCE IMPROVES.—The balance 
of payments continues to improve. 
‘There was a surplus of £44 millions in 
visible trade transactions in April, 
compared with one of £0.5 million 
a year before. For the twelve months 
to the end of April, New Zealand suffered 
an external deficit of £13 millions, com- 
pared with a deficit of £44 millions in 
the previous twelve months. 

TARIFF INQUIRY.—A well-prepared argu- 
ment for tariff revision to give greater 
protection to the country’s producers of 
finished goods has been published by 
the Federation of Manufacturers. The 
case for exporters in Britain has been 
put by Mr A. Shenfield, who has arrived 
in New Zealand to represent British 
manufacturers at the public inquiry into 
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the structure and operation of New 
Zealand’s tariffs. 

CREDIT RESTRICTIONS WORKING. — The 
Finance Minister, Mr Watts, has de- 
clared that the Government’s financial 
and credit policy has now been shown to 
have been effective. He cited as evidence 
the fall in bank advances in June to £8 
millions below the January level, the 
recovery of £38 millions in overseas 
assets during 1956, and the check to the 
rise in imports. Mr Watts argued, how- 
ever, that the time had not arrived for 
relaxation of official restraints. 


South Africa 


RESERVES STILL FALLING.—The Reserve 
Bank has suffered a further contraction 
of gold and foreign exchange reserves 
during the past few months. The loss 
is attributed in part to the absence of 
the normal inflow of foreign capital, 
resulting from the prevalence of tight 
money in other parts of the world. 
However there has also been a deteriora- 
tion in the country’s current payments, 
mainly as a result of an expansion in 
imports. The deterioration in the capital 
and current accounts has been reflected 
in increasing stringency in the money 
market and stock exchanges in the 
Union. 


Spain 


MORE US AID.— The United States 
authorities have agreed to step up 
support funds during the year to 
June 30, 1956, to help Spain overcome 
the damage inflicted on the economy by 
the loss of exportable citrus fruit during 
the winter freeze. 


Switzerland -° 


COAL-STEEL LOAN.—A group of Swiss 
banks has agreed to make available to 
the High Authority of the European 
Coal and Steel Community a loan of 
SwFrs 50 millions for eighteen years at 
an interest rate of 4} per cent. ‘The 
money will be used to promote invest- 
ment in the Community’s enterprises, 
in particular in the steel industry in 
Italy. 


Turkey 


BANK RATE UP.—The central bank raised 
its discount rate from 44 to 6 per cent in 
the first week of June. ‘The move was 
officially described as being intended to 
check inflation. 








Australia and New Zealand Bank— 
London—Head Office: Mr G. R. Heather 
and Mr S. K. Brooke to be managers in 
succession to Mr J. S. Hardie. 

Barclays Bank—Head Office: Mr J. L. 
Northcott to be a general manager; Mr 
H. E. Darvill from Chelmsford to be an 
assistant general manager. Advance Dept: 
Mr F. L. C. Gosden from Kingston-on- 
Thames to be a controller of advances. 
Birmingham, Head Office: Sir Percy Herbert 
Mills to be a member of the Birmingham 
Local Board. London—Finsbury Park: Mr 
A. R. Kessick from Hampstead to be 
manager on retirement of Mr Winston; 
Hampstead, Frognal: Mr A. L. O. Birnie to 
be manager; Highbury: Mr R. S. Richards 
from Mile End to be manager on retirement 
of Mr Rowe. Ampthill: Mr C. G. Smith 
from Hitchin to be manager on retirement 
of Mr C. B. Stephens. Brackley: Mr F. A. 
Linfield from Oxford to be manager. 
Bridgwater: Mr K. R. Gardner from 
Brackley to be manager on retirement of 
Mr Corns. Chepstow: Mr H. W. Sweeting 
from Swansea to be manager in succession 
to Mr Morgan. 

British Linen Bank—Glasgow, Hutcheson- 
town: Mr A. MacAllister Mill to be manager 
on retirement of Mr Paterson. Melrose: 
Mr J. Broomfield to be manager in suc- 
cession to Mr Curle. 

Clydesdale & North of Scotland Bank— 
Carlisle: Mr J. J. Cowen from St Andrews 
to be manager. Castle Douglas: Mr A. J. M. 
Flinn from Dumfries to be manager. 
Glasgow, Bothwell St: Mr T. D. L. Cairns 
from Carlisle to be manager on the retire- 
ment of Mr W. Wilson. 

District Bank— Manchester and Salford, 
Portland St: Mr F. B. Cooke to be manager. 


Lloyds Bank—Head Office: Mr R. H. G. 
Marshall, an assistant general manager, to 
retire on June 30; Mr G. B. Briggs from 
Leicester to be a general managers’ assistant; 
Mr W. E. Roberts from Liverpool, and 
Mr J. G. Rudge from Stock Exchange, 
appointed for special work under general 
managers. Chief Inspector’s Dept: Mr 
A. F. Wickison from Advance Dept to 
be an inspector. London—Great Portland 
St: Mr M. W. R. Darke to be manager 
on retirement of Mr Robinson; Hanover 
Sq: Mr W. Beynon from Head Office to be 
manager. Altrincham: Mr J. R. L. Wood- 
ruff from West Kirby and Hoylake to be 
manager on retirement of Mr Radcliffe. 
Coventry: Mr A. D. C. McKie from 
Leamington Spa to be’ sub-manager. 
Leicester: Mr G. H. Yeoman from Hanover 
Sq to be assistant manager. Manchester, 
Piccadilly: Mr F. J. Shorto from Broad- 


heath to be manager on retirement of 
Mr Yates. 


APPOINTMENTS AND RETIREMENTS 
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Martins Bank—Newcastle upon Tyne, Gos- 
forth: Mr C. S. Robinson from Newcastle 
City office to be manager. 

Midland Bank—Sir George Harvie-Watt, 
Bt, has been appointed a member of the 
Board. Head Office: Mr W. A. McBride from 
Park Royal to be superintendent of branches 
in succession to Mr Measures; Mr W. J. B. 
Thomson to be district staff superintendent, 
London East Section, on retirement of Mr 
Jones. London—Coleman St and Moorgate: 
Mr F. Measures to be manager on retire- 
ment of Mr Goodman; Ealing, South: Mr 
L. S. Easter from Holborn Viaduct to be 
manager in succession to Mr Del-Rivo; 
Newington Green: Mr A. S. Warran from 
New Cross to be manager in succession to 
Mr W. K. C. Robertson; Park Royal: 
Mr J. D. Del-Rivo from South E aling to be 
manager in succession to Mr McBride; 
Peckham, High St: Mr C. W. Harman from 
Rye Lane, Peckham, to be manager on 
retirement of Mr Townshend; Stoke Newing- 
ton: Mr S. G. Andrews from Upper 
Holloway to be manager on retirement of 
Mr Lister; Upper Holloway: Mr W. K. C. 
Robertson from Newington Green to be 
manager in succession to Mr Andrews. 
Abingdon: Mr S. Cracknell from Evesham 
to be manager in succession to the late 
Mr Jennings. 

National Provincial Bank—Mr Gerald 
Steel, a local director for Sheffield, has 
been elected to a seat on the Board. London 
—Prescott’s Office, Cornhill: Mr F. R. J. 
Pateman from Southwark to be deputy 
manager on retirement of Mr Griffiths. 
Bournemouth, Holdenhurst Rd: Mr C. 
Phillips from Reigate to be manager on 
retirement of Mr Barnard. Bristol, Kings- 
wood: Mr D. S. M. Squire from Avonmouth 
to be manager. Folkestone: Mr C. Francis 
from Ashford to be manager. Rochester: 
Mr W. E. Garrett from Hull to be manager 
on retirement of Mr A. H. Smith. 
Westminster Bank—Head Office: Mr S. G. 
Hooper to be an inspector of branches. 
Foreign Branch Office: Mr H. J. Broxup, 
Mr F. H. Cory, Mr S. C. Prior and Mr 
A. R. Sayers to be manager’s assistants. 
London—Aldwych: Mr G. R. Colliss from 
Grosvenor Gdns to be manager on retire- 
ment of Mr Green; Fenchurch St: Mr 
E. M. Harris to be manager on retirement 
of Mr Lishawa; Finsbury Sq: Mr S. H. 
Blackaby from Covent Garden to be 
manager; Fulham: Mr W. J. D. Weir from 
Esher to be manager on retirement of Mr 
C. Grigg; St Paul’s: Mr R. H. Goodfellow 
from Finsbury Sq to be manager on retire- 
ment of Mr Hetherington. Berkhamsted: 
Mr G. J. Lovett from Oxford to be manager 
on retirement of Mr Blackall. Cliftonville: 
Mr R. W. Galpin from Dover to be 


manager. 

















—_— 


——_— or ve 


NP - S — ao Ss? 


—_— ~~ VFO} 





oF en = Beas bi sah ee aad Anes oa ee Es Cae H STC IRR LEN DS FAI, TV NNR GS GOERS A TPIS OT .) 
v SE eae gee , eae? BO VOT oe) eee ice Sa BT ASE Sh SOR Rew i te : a4 Metts - 
? 5 “ sah ph ae eet hoe Pee a Pa yee ee Aly a) agi Soe Sy Ses. a2 Free FTN cA =e 
; aes ESAS SE RELA SRI aia SN hc at See Mer ead aaa 
- PO Rte A EET poe I ee ee a 














(Figures in italics show percentages of gross deposits) 








BANKING STATISTICS 


Trend of “ Risk ’’ Assets 











£mn 
Change on Change 
1955 1956 latest on 
May March April May month year 
Barclays: 
Advances 421.7 367.5 368 .3 366.9 —1.4 —- 54.8 
% 30.9 28.1 27.9 27.8 
Investments 483.0 450.4 450.4 450.5 +0.1 — 32.5 
% 35.4 34.5 34.0 34.1 
Lloyds: 
Advances 359.4 335.3 337.4 338.7 +1.3 —- 20.7 
% 31.3 30.2 30.5 30.5 
Investments 395.3 376.3 374.1 374.1 — —- 21.2 
% 34.4 33.9 33.8 33.7 
Midland: 
Advances 439.8 405.0 405.2 406 .4 +1.2 — 33.4 
% 32.2 30.5 30.2 30.3 
Investments 490.0 462.3 462.3 462.3 — — 27.7 
% - 35.9 34.8 34.5 34.4 
National Provincial: 
Advances 299.3 271.8 273.7 267 .3 —-6.4 — 32.0 
% 37.4 36.9 37.1 35.8 
Investments 233.8 216.3 212.8 211.6 -1.2 — 22.2 
of 29.2 29.4 28.8 28.3 
Westminster: 
Advances 279.4 250.6 251.1 259.7 +8.6 — 19.7 
% 34.4 32.0 31.8 a2.é 
Investments 265.9 249.3 249.3 249.3 — — 16.6 
y Bue 31.8 31.6 31.0 
District: 
Advances 72.0 62.7 63.9 63.0 -0.9 - 9.0 
% 30.2 28.5 28.6 27.6 
Investments 86.0 69.8 69.8 73.6 +3.8 — 12.4 
% 36.1 31.7 31.2 32.2 
Martins: 
Advances 103.8 94.1 95.5 92.6 —-2.9 — 11.2 
% 34.9 33.2 33.0 31.8 
Investments 90.1 85.2 85.2 85.2 — - 4.9 
% - 30.3 30.1 29.5 29.2 
Eleven Clearing Banks: 
Advances a 2,103.5 1,904.6 1,908.8 1.909.6 +0.8. -—193.9 
% 33.1 31.3 31.2 31.1 
Investments 2,141.4 1,993.1 1,987.2 1,990.3 +3.1 —151.1 
Ne 33.6 c+ ae 34.5 32.4 
Trend of Bank Liquidity* 
1955 1956 
Jan Feb Mar Apr June Dec Jan Feb Mar Apr May 
% % % % % % % % % % % 
Barclays ..§ &B1 BE BES 8.4 B.3 37.9 3.3 3.7.3.5 35.5 35.0 
Lloyds .. 35.1 31.0 31.1 32.0 30.6 34.4 34.4 32.3 32.3 31.9 31.6 
Midland .. ane 2.9 2.3 2.3 Bt Baa ae.t 6 See ae 6S Se 
National Prov. 38.2 34.4 30.7 31.1 32.3 38.6 38.0 34.1 31.3 31.8 33.2 
Westminster.. 32.6 30.6 29.7 29.5 28.1 36.3 37.7 34.7 33.1 33.5 32.4 
District .. M2 Ht? 3.5 BH. B.S RS 42.80 %M.1 37.2 34.06 .C 
Martins .§ a.9 3121.0 B35 D2 2.6 RS B.S BS .3 2.9 deel 
All Clearing 
Banks .. 34.4 31.3 29.9 30.5 30.1 37.4 37.6 34.3 33.1 33.4 33.2 


* Cash, call money and bills shown as percentage of gross deposits. 
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Averages 
of Months: 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1951: 
Oct 
Nov 
1955: 


May 
1956: 
March 


April 
May 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 


Ways and Means Advances: 


Net 


Deposits 


{mn 


1,759 


6,184 


5,981 
5,973 


6,104 
5,828 


5,853 
5,860 


Bank of England 
Public Departments 


Treasury Bills: 
Tender 
Tap 


Liquid Assets 





Actual Ratio TDRs 
{mn % 
680 38 — 
658 37 — 
581 35 — 
545 3 — 
539 32 — 
532 32 — 
553 32 — 
584 33 — 
568 32 — 
596 3 — 
560 32 — 
611 34 — 
668 34 — 
576 31 — 
623 31 — 
692 32 — 
713 32 — 
683 30 — 
672 30 — 
648 29 — 
785 31 73 
676 23 495 
712 22 642 
723 20 1,002 
788 19 1,387 
886 19 1,811 
1,280 25 1,492 
1,646 29 1,308 
1,703 29 1,284 
1,920 32 983 
2,345 39 430 
2,308 38 247 
2,097 34 —— 
2,201 35 _ 
2,190 34 — 
2,098 33 —- 
2,423 39.1 177 
1,981 32.0 108 
1,943 30.5 -= 
2,012 33.1 — 
2,040 33.4 — 
2,042 Ja.2 — 


Banking Trends since World War I* 


** Risk ’’ Assets 














{mn 
325 
391 
356 
341 
286 
265 
254 
254 
257 
258 
301 
348 
537 
560 
615 
614 
643 
652 
637 
608 
666 
894 

1,069 

1,147 

1,165 

1,156 

1,345 

1,474 

1,479 

1,505 

1,505 

1,624 

1,983 

2,163 

2,321 

2,149 


1,555 
2,033 


2,141 
1,993 


1,987 
1,990 





Floating Debt 


June 18, 
1955 

{mn 
: 2 
311. 
3,220.0 

1,974.9 


5,509.6 











May 26, 
1956 


{mn 


277.4 


3,220.0 
1,446.4 


4,943 .8 
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June 2, 
1956 


£mn 


243.0 


3,240.0 
1,439.6 


4,922.6 








Invest- 
ments 





Advances 


{mn 
833 
750 
761 
808 
$56 
892 
928 
948 
991 
963 
919 
844 
759 
753 
769 
839 
865 
954 
976 
991 
955 
858 
797 
747 
750 
768 
888 

1,107 

1,320 

1,440 

1,603 

1,822 

1,838 

1,731 

1,804 

2,019 


1,897 
1,925 


2,104 


1,905 
1,909 
1,910 


June 9, 
1956 
{mn 


0.7 
244.0 


3,260.0 
1,472.4 





4,977.1 





Combined 





Ratio 
o/ 
Oo 


64 
64 
67 
69 
69 
70 












































64.0 
63.7 
63.4 


June 16, 
1956 
{mn 





240.6 


3,280.0 
1,216.0 





4,736.6 
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1948-49 


1949-50 


1950-51 


1951-52 


1952-53 .. 
1953-54 .. 


1954-55 
1955-56 


1955-56 


April 
May 


1956-57 


April 
May 


Years and 
Quarters 


1946.. 
1947.. 
1948.. 
1949.. 
1950. . 
ees.. 
1952.. 
1953.. 
1954.. 
1955.. 


1955: 


II 
III 
IV 


1956: 
January 
February 


March 
I 


April 
May 


Britain’s Gold and Dollar Reserves 


Savings 
Certi- Defence Savings 
ficates Bonds Banks 
(net) (net) (net) 
— 6.6 - 6.4 +39.8 
— 23.4 —-18.6 — 29.7 
5.5 -20.7 —- 64.7 
+19.8 -14.7 — 90.3 
+20.8 —-11.3 -131.6 
+19.0 +0.3 —- 79.3 
+45.8 +50.0 —-— 35.5 
+20.9 +63.3 - 76.4 
+ 4.6 +2.7 + 3.7 
+ 1. +1.5 —- 0.8 
- 3.2 —- 5.1 + 2.6 
—- 5.1 + 2.1 + 4.7 


Total 
Small 


+26. 
— 71. 
— 90. 
—- 85 
—122. 
- 60. 
+89. 
- 32. 


+11. 
+ 2. 


ies 
i 


 - 
_P 


8 
7 
9 
i 
1 
0 
5 
7 


m©& 


“SII 


Accrued Defence 


National Savings 
(£ mn) 


Interest 
(net) 


1 


02. 


wi Vi 


8 


8 
e 
1 
iz 
.6 

4 

6 


we 


. 
0 





(Millions of US dollars) 


Net Gold and Dollar 
Surplus (+) or Deficit (—) 


Bond 


Maturity 


—52.1 
- 0.9 
—42.6 
—45.5 
—38.4 
16.0 
-49.0 


- 43 
= $8 


—13.2 
—- 8.6 


Financed by: 


Change 
in Total 
Remain- 
ing In- 
vested* 


+59. 
+24. 
+ 4. 
— 36. 
- 73. 
- 12. 
+120. 
i 


COON-A?UeKE NU 


+- 
— 
o @) 
Oo © 


+ 3. 


- 13.0 
- 1.0 








With 
EPU* 


, + 29 








Net 
With Surplus 

Other or 
Areas Deficit 
a — 908 
— — 4131 
a -—1710 
— — 1532 
+791 + 805 
— 876 — 988 
— 460 — 736 
+433 + 546 
+407 + 492 
— 406 — 575 
— 143 — 144 
— 88 — 32 
— 240 345 
+ 65 54 
+ 46 - 23 
+ 63 L 55 
+ 78 + 62 
+187 + 140 
+ 47 + 47 
+ 9 + 38 


Ameri- 


can 
Aid 


682 


1196 


762 
199 
428 
307 
152 
114 








Special 
Payments Change 
and in 
Creditst Reserves 
+1123 + 220 
+3513 — 618 
+ 805 - 223 
+ 168 — 168 
+ 45 +1612 
— 176 — 965 
- 181 — 489 
181 + 672 
- 400 + 244 
— 181 — 642 
— - 95 
a + 13 
~~ — 335 
- 181 — 225 
— + 29 
— + 61 
“a + 67 
ee + 157 
— + 51 
=e + 41 


Total 





Remain- 
ing In- 
vested 


6,101. 
6,126. 
6,130. 


6,094 


6,020. 


6,008 
6,126 
6,119 


6,143. 
6,148. 


SSO CNIOCKWH YC 


6,106.0 
6,105.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


Reserves 


at End 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 


2667 
2680 
2345 
2120 


2149 
2210 
2277 
2277 
2328 
2369 








of Period 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 
+ Payments comprise repurchase of sterling from the International Monetary Fund 


and the initial payment on the funding of part of Britain’s overdraft with the European 
Payments Union in 1954; and service charges on the US and Canadian loans in each December 
from 1951 to 1955. The special credits comprised $4,909 millions from US and Canadian 
credits in 1946-50; $420 millions from the IMF in 1947-49; and $325 millions from the 
South African gold loan of 1948, 
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THE NATIONAL BANK OF NEW ZEALAND 








Highly Satisfactory Results Despite Difficulties 





Mr. Arthur H. Ensor’s Statement 





HE annual general meeting of ‘The 
National Bank of New Zealand Limited 
was held on June 28 in London. ‘The 

the circulated 
Arthur H. 


following are extracts from 
statement of the Chairman, Mr. 
Ensor: 

During the year under review the New 
Zealand Government appointed a Royal Com- 
mission to inquire into the monetary banking 
and credit systems of the country. 

This was the first public inquiry concerning 
such matters which has taken place in New 
Zealand since the year 1934 when a Parlia- 
mentary Committee was appointed. 

The commission held extensive sessions and 
evidence was given on behalf of the New Zea- 
land Treasury, the Reserve Bank, the trading 
banks in New Zealand and by numerous other 
official and private witnesses, including those 
representing the social credit movement. 

When uninformed criticism of banking 
methods abounds, bankers are never fearful of a 
critical and impartial examination by a respon- 
sible body such as a Royal Commission. One 
would not expect to agree with all its findings, 
but the report will be examined with the 
greatest care. It is always our desire, and it is 
indeed imperative, that we and the other 
Trading Banks should cooperate with the 
authorities in carrying out the Government’s 
financial policies and in present circumstances 
implement the existing policy by restricting 
overdrafts. 


Pressure from Customers 


There has been the strongest pressure from 
our customers for increased overdrafts for 
several years and, as I mentioned last year, 
the change-over in the financing of the meat 
industry from bulk buying by the British 
Government to private trading necessitated a 
considerable increase in financial support for 
the industry from the banks. Our advances 
show a reduction of £1,770,000 compared with 
last year and this reduction has only been 
achieved by exercising the strongest pressure 
upon all borrowers and upon those desirous 
of increasing their commitments. 

This continued pressure upon our customers, 
although at the moment necessary, is not a 
pleasant duty for a banker to pursue and until 
February last no change of Government policy 
was forthcoming by way of permissive increases 
in the interest rates the banks were allowed to 
charge on overdrafts which, if conceded earlier, 
might have acted to some extent as a deterrent 
to borrowers. 

While it is now permissible to charge higher 


XXVIl 


interest rates, the average rate on total over- 
drafts must not exceed 5 per cent. Although 
this freedom is limited in extent, it does allow 
some flexibility and gives the banks the right 
to apply higher rates in appropriate cases. 

he Commission in their report consider 
that in the difficult period in 1951-52 the 
Reserve Bank delayed too long in applying the 
reserve ratios and that when these were applied 
it was with tardiness and irresolution. The 
report also suggests that the voluntary co- 
operation of the Trading Banks had not been 
completely forthcoming at that time. 

It has to be remembered that a new financial 
technique was being tried out by the Reserve 
Bank, and in such conditions as then existed 
there was much wisdom in moving slowly. 

So far as this bank is concerned, our policy, 
and I have no doubt that of all the trading banks, 
was and still is to reduce overdrafts so far as 
possible without causing undue disturbance to 
the general economy of the country. 

In New Zealand’s rapidly expanding economy 
the banks have their part to play, and while 
there may be differing views from time to 
time in regard to their specific functions, there 
appears to be no evidence or suggestion that 
the banks have placed their own interests 
before the well-being of the country. 

You will observe in the Balance Sheet that, 
pursuant to the Resolutions which were 
approved at the last annual general meeting, 
our capital now stands at £2,400,000, divided 
into shares of £2 10s. upon which £1 has been 
paid up. 

The Reserve Fund amounts to £2,000,000. 
In conformity with the more general practice, 
the item Bills Payable and Other Liabilities, 
previously shown separately, is now amalga- 
mated with Deposit and Current Accounts. 
The total for this item, now designated Cur- 
rent, Deposit and Other Accounts, is 
£60,305,000, a reduction of £4,366,000 com- 
pared with the figure for last year. 

On the assets side of the Balance Sheet the 
principal alterations are a _ reduction of 
£3,663,000 in Cash and Balances with Bankers, 
and a reduction of £1,770,000 in Advances. 

The net profit after provision for taxation is 
£277,447, against £265,430 last year, and it is 
satisfactory that, despite steadily rising costs, 
our earnings have been so well maintained. 

From the profit brought in, £100,000 has 
been allocated to Contingency Account and an 
interim dividend of 4 per cent. actual, less 
United Kingdom Income Tax at 8s. 6d. in 
the £, was paid in January last. The Directors 
recommend a final dividend of 6 per cent. 











actual, less tax, making a total of 10 per cent. 
for the year on the increased capital. The 
amount left to be carried forward is £227,497. 

I think it will be agreed that the results 
are highly satisfactory, being achieved as they 
have been in a year of considerable difficulties. 


Business Development 


[It is pleasing to report that our business 
continues to expand and that over the past 
ten vears the number of customers on our 
books has more than doubled. The total number 
of our branches and agencies is now 140. 

New Zealand’s oversea balances at the end 
of December, 1955, stood at £65 millions, a 
decrease of £23 millions compared with the 
previous year. ‘This followed a fall of £17 
millions in 1954. Imports during 1955 aver- 
aged more than £22 millions a month, as 
against £20 millions in 1954. Such a level 
could not be sustained and it is satisfactory to 
record an improvement in the exchange 
position in the early months of this year, 
oversea balances recovering to £85 millions at 
the end of March. Indications are that imports 
for the full year will show a _ considerable 
reduction. 

Rates of interest throughout the economy 
have shown an upward trend. ‘Typical move- 
ments have been an increase from 4} per cent. 
to 4} per cent. in the rate charged by the 
State Advances Corporation on loans for new 
houses, an increase in the fixed deposit rates 
of the Trading Banks and the raising of the 
maximum rate for Local Body Loans from 
4} per cent. to 4}? per cent. 


General Trading and Industrial 
Conditions 


During the year to March, 1956, the Con- 
sumers’ Price Index rose by 2.5 per cent., 
compared with 3 per cent. in 1954-55 and 
5.4 per cent. in 1953-54. There wes no appli- 
cation to the Arbitration Court tor a seneral 
increase in wages, and the amount of time lost 
in industrial stoppages, although showing 
some increase over the very low figures of the 
two previous years, was small. 

The value of retail sales shewed a slight 
increase, but when allowance is made for 





variations in prices it appears thet the volume 
of sales was about the same as in the previous 
year. With changing conditions, competition 
among manufacturers and traders has become 
very keen in many lines, and this 1° likely to 
be more pronounced in the current ‘ear 

Construction of houses, which had been 
running for several years at about 16,000 
annually, exceeded 18,500 in each of the last 
two years, which indicates that some progress 
has been made in reducing the housing short- 
age, although such a heavy programme makes 
demands upon the overstrained resources of 
labour and materials. 


Some years ago the production of electricity 
in New Zealand fell behind the growth in 
demand and power cuts became necessary. 
This difficulty was overcome with the con- 
struction of new stations, but production has 
again lagged behind demand (which in 1955 
was nearly four thousand million kilowatt- 
hours) and extensive power cuts have been 
necessary in both islands. Construction of 
hydroelectric stations at Roxburgh and Whaka- 
maru has been pressed ahead and a coal-fired 
plant at Mercer and the geothermal station at 
Wairakei are to be developed. Production 
potentiai in the North Island is much lower than 
in the South Island and investigations are at 
present being made in regard to the possibility 
of transmitting power from the south to the 
north by high voltage submarine cable across 
Cook Strait. Should this prove practicable, an 
extensive construction programme in the South 
Island could satisfy demand for many years and 
enable the question of the use of alternative 
sources, such as nuclear power, to be deferred. 

It would be true to say that the general 
position in New Zealand is one of prosperity 
yet still inflationary with overfull employment, 
a strong demand for goods and services, and a 
lack of personal savings. 

There are signs, however, that the financial 
measures taken over the past twelve months 
are beginning to have some effect in damping 
down inflationary trends, and conditions are 
tending slowly to assume a more healthy form. 


It is clear, however, that present financial 
policies will have to be continued for some 
time if relative stability is not only to be 
achieved but is also to be maintained. 








Of particular interest to Trustee or 
similar Fund 
WELL SECURED SHOP INVESTMENT 
occupying premier trading position in 
WALTHAMSTOW, E.17 


Modern Style Premises and Upper Part 
entirely let on Repairing and Insuring Lease 
at the exclusive rental of 


PER £500 ANNUM 


to a well known Multiple Firm of High 
Class Dyers and Cleaners 


PRICE £8,000 FREEHOLD 
Apply The Secretary, 

London Investment & Mortgage Co. 
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IMPERIAL CHEMICAL INDUSTRIES 





Efforts to Absorb Rising Costs 





Sir Alexander Fleck on Automation 





Imperial Chemical Industries Limited 
was held on June 14 in London. 

Sir Alexander Fleck, K.B.E., D.Sc., LL.D., 
F.R.S. (the Chairman), presided, and in the 
course of his speech said: 

The Company made record sales and profits 
during the past year. ‘The increased turnover, 
together with continuing improvement in 
manufacturing efficiencies, might well have been 
expected to result in a further increase in profit 

margins. The manufacturing and _ trading 
profits have, however, not risen as much as 
could be expected from the increase in sales, 
because of the heavy additional costs incurred 
during 1955 on freight, raw materials, wages 
and salaries. ‘The policy of the board is to 
absorb increased costs where possible, and to 
pass on to customers a substantial share of any 
savings in costs due to improved efficiency. 
The prices of “ Terylene,’’ titanium and some 
of the newer organic chemicals were, in fact, 
reduced in 1955, but price increases for many 
of our older-established products could not be 
avoided. 

Competition overseas was even keener than 
in former years. Although the value of the 
Company’s exports was again a record, prices 
were in the main below the level of those 
ruling in 1954. It is clear that the continuing 
expansion at which we aim will be jeopardised 
if there are further substantial increases in the 
prices paid by us for materials and services 
which cannot be counterbalanced by improve- 
ments in our manufacturing methods. 

You will appreciate our concern at the con- 
tinuance of the inflationary trend which has 
persisted in this country for over 15 years. In 
the fight against inflation, many of the factors, 
including the important cost item of purchased 
materials and services, are outside our control. 
Our concern, therefore, must be with the level 
of our own efficiency in using in our business 
not only these materials and services but also 
our total personnel. 


T im 29th annual general meeting of 


Technical Development 


I should like to comment, in the light of our 
own experience, on the arguments and fears 
which, as judged by the many comments 
recorded in the Press from all types of sources, 
centre in that ungainly word ‘‘ Automation.”’ 
Although the word is new, the ideas behind it 
are not. For decades we have been applying 
schemes of advanced mechanisation, backed by 
effective instrumentation, together with i increas- 
ing use of automatic controls. Many of our 
processes already operate continuously and it is 
largely by developing the application of the 
most up-to-date technical knowledge that we 
have been able to raise our productivity so 
rapidly. Without the continuance of such 
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advances in general efficiency we could not 
hope to compete in the markets of the world 
and expand our export trade. 

With full employment, it is self-evident that 
any broad advance in standards of living must 
depend upon a reduction in human effort 
relative to the results achieved. In general, 
this can only come by applying new methods, 
of which electronic equipment and_ servo- 
mechanisms are recent examples. I stress 
again, therefore, that automation is not new, 
but merely the continuing extension of a process 
which has for long been a normal feature of 
our operations. In our industry we certainly 
do not regard these changes as revolutionary, 
nor do we think they are likely to cause un- 
employment or other major difficulties. The 
steady growth of employment which has taken 
place in the Company confirms this view. For 
the country as a whole I would go further. 
Employment will only be maintained if British 
industry keeps abreast of the world in technical 
efficiency. ‘This means not only the extension of 
automation but continued heavy capital 
expenditure. 

It is axiomatic that progress must involve 
change. We believe it is possible for manage- 
ment to ensure that the necessary adjustments 
are so made, and so timed, that individual 
hardship is avoided, or at least minimised. It 
is for management and the leaders of organised 
labour to explain fully what is taking place, so 
that these progressive changes are made as 
smoothly and effectively as possible, to the 
benefit of all. In this connection I regard the 
proper and adequately full use of joint con- 
sultation at all levels in our organisation to 
be of the greatest importance. 


Confidence in Long-Term Future 


From the figures given in our Report, and 
from my remarks to-day, you will realise that 
in the Company we regard the long-term future 
with confidence and look forward to the 
profitable expansion of the Company’s business. 
Nevertheless, I must again stress my view that 
until the menace of inflation has been overcome, 
until the national economy has developed much 
greater strength in its international trading 
position, until there are much greater and more 
assured sources of energy for industry (be they 
coal, oil or nuclear) and until we have much 
larger currency reserves, we must regard the 
national position as one of uncertainty and 
perhaps some danger; and in saying this [ am 
not unmindful that much has already been done 
to reduce the inflationary pressure from which 
the country’s economy has been suffering, and 
I believe that the action which has been or is 
being taken will constitute worthwhile steps 
in putting our economy on a firmer foundation, 

The report and accounts were adopted. 
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FOR THE SOUTH-WEST PACIFIC 


To a large extent, the navigator’s success is dependent on the accuracy of his 


instruments and information. ; 
No less does this apply to the banker planning to meet the needs of customers 


having business overseas. In the South-West Pacific, you can rely on the services of 
the Bank of New South Wales—the most experienced and most widely-represented 
commercial bank in the area. The Bank of New South Wales offers a complete 
banking service at over 850 points in Australia, New Zealand, Fiji, Papua and 


New Guinea. 
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BOUND VOLUMES 
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Complete bound volumes for 1955, in green half-leather, 
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READERS’ OWN COPIES 
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